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COMMERCIAL REAL ESTATE PRACTICES 


Thursday, August 9, 1990 

House of Representatives, 

Committee on Banking, Finance, and Urban Affairs, 

Washington , DC. 

The committee met, pursuant to call,_at 11 a.m, in room 2128, 
Rayburn House Office Building, Hon. Henry B. Gonzalez [chairman 
of the committee] presiding. 

Present: Chairman Gonzalez, Representatives Vento, Schumer, 
Kanjorski, Weiss, Leach and Paris. 

The Chairman. The committee will please come to order. 

This morning the committee starts peeling back the covers on 
growing problems in the commercial banking industry, particularly 
in real estate lending. 

The savings and loan crisis, with its tremendous costs, some call 
it megabucks, has obscured developments in the banking industry 
and the deteriorating condition of the insurance fund that guaran- 
tees bank deposits. 

As chairman, I am determined that problems in the financial in- 
dustry be dealt with and not hidden and rationalized. The savings 
and loan scandals grew in the dark basements of official govern- 
ment secrecy, and the facts did not reach the American public 
until the problem became massive and unmanageable. 

Thanks to the savings and loan crisis, if we can say it that way, 
we know now that the American taxpayer is the ultimate fall guy 
for regulatory failures among insured institutions. 

The public is the financial industry safety net, yet the public 
seldom gets the facts, that is, the real facts, until it is time to pay 
the bill. It is essential that this committee understand how the reg- 
ulators are handling the growing problem in commercial real 
estate lending. 

In an effort to gain this knowledge, I urged that the regulators 
and key New York City banks discuss how $2 billion of loans to 
Donald Trump and the Trump organization, as a case on hand, but 
not necessarily limited to that, and the subsequent restructuring of 
this debt, were managed and regulated. 

Details of the loans and restructuring have been spread across 
the front pages of the daily newspapers and have been prominent 
items on the evening television news. But the regulators are 
thrown into near convulsions by the thought that they would be re- 
quired to discuss the broad outlines of how they approach the 
Trump banking problems. 

At this point, I am not even sure that we will concede that they 
have heard of the man. This Alice-in-Wonderland approach to the 
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world around them is made even more congruous by the fact that 
another government agency, the Securities and Exchange Commis- 
sion, collects and makes public data about problem loans of bank 
corporations whose stock is publicly traded. 

The SEC, which lacks bank regulatory powers, released filings by 
Manufactures Hanover Trust Company of New York in late June, 
which led to the revelation that the bank was holding about $157 
million of non-performing loans to the Trump organization. 

Clearly, neither the bank nor the regulatory agency slipped into 
the East River on the basis of this revelation. But ask the people 
who should know, the regulators, and they covered their mouths, 
eyes, and noses and fall dead silent, not unlike the response of M. 
Danny Wall, who never gave us the real facts in his 3 l /2 years as 
chief regulator of the savings and loan industry. 

A leading business publication that has been tracking the Trump 
loans closely says, and I quote, “The bankers were so eager to lend 
to Trump that they were practically spraying him with money/' 

The publication also quotes a developer as saying, and I am quot- 
ing, “The bankers got mesmerized. They thought it was almost an 
honor to lend to Donny.” 

If this was the banks' scientific approach to the $2 billion of 
Trump loans, we need to know what the regulators did in response 
and when they did it. 

Maybe the regulators, like the banks, were mesmerized by the 
glamor and glitter of the Trump operations. 

Obviously, there are millions of smaller-than-Trump borrowers 
across the nation. And, we are hearing increasing reports that 
small and medium-sized businesses, as well as home buyers, are 
being hit by a true credit crunch. This group must have some real 
questions when they see headlines about billions of dollars in loans 
plus restructuring agreements going to the Trumps of the nation. 

When the committee conducted field hearings in Texas in June, 
the bank regulators were quick to deny that there was a credit 
crunch among the small and medium sized borrowers. But no 
■sooner had we returned from the field hearings than the Secretary 
of Commerce, Robert Mosbacher, was quoted in the Wall Street 
Journal as saying the nation was caught in a serious credit crunch 
that extends well beyond the real estate industry and appears to be 
worsening. 

Secretary Mosbacher went on to say, and I am quoting, it, the 
credit crunch, “is serious and it appears to be exacerbating. It is 
not just a real estate person. Real estate is very serious, but it also 
has to do with small and middle-sized business, high tech, across- 
the-board, businesses who are trying to get loans and can’t.’’ 

So on the one hand, we have reports that the multi-billion dollar 
loans, like the ones we referred to, are being handled somewhat 
casually. On the other hand, there are increasing reports ranging 
from small businessmen and consumers to President Bush’s Cabi- 
net that the smaller-than-Trump borrowers are facing much stiffer 
tests at the loan windows. 

The regulators before us this morning are in a great position to 
give us the facts on these competing claims. I also want to remind 
the regulators that this committee is preparing for an intensive 
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series of hearings in mid-September on reform of the deposit insur- 
ance system. 

As I have expressed for many months, I am very concerned 
about the condition of the bank insurance fund, and we cannot 
wait repetitious and long-winded studies to act decisively. But we 
cannot act without the facts that the regulators have locked in 
their file cabinets. 

You, the regulators, must provide the committee with the hard- 
nosed information if we are going to make rational decisions about 
the shape of the insurance fund for the future. Blank checks with 
no questions asked are going to be things of the past for the regula- 
tors. 

The taxpayer is faced with the enormous bill for the savings and 
loan mess, and they simply will not allow it. I deeply regret the 
refusal of Citibank, Manufacturers Hanover, Bankers Trust, and 
Chase Manhattan to appear here today to help us understand the 
banking problems. 

At this time, I ask unanimous consent to place in the record our 
letters of invitation and the responses we received. 

[The letters referred to can be found in the appendix.] 

The Chairman. These are all banks operating with taxpayer- 
backed Federal insurance and the benevolence of much of the regu- 
latory machinery. These banks have a public obligation which they 
have chosen to dodge here today. 

Similarly, we had hoped that Donald Trump would see an obliga- 
tion to be here today. He, too, has declined the invitation, and 
among the letters that I asked to print in the record is the reply 
we received from Mr. Trump. 

I do want to thank the regulators on our first panel, Mr. Robert 
Clarke, the Comptroller of the Currency; Mr. John LaWare, Gover- 
nor of the Federal Reserve Board, and Chairman of the Board’s 
Committee on Supervision; and Mr. Peter M. Philbin, Deputy Su- 
perintendent of Banks, New York State Banking Department. 

We do hope that you will be responsive as far as possible to this 
committee. 

I want to express my special thanks to the private analysts who 
will appear on our second panel, Mr. James McDermott, Jr., Execu- 
tive Vice President of Keefe, Bruyette & Woods, Inc.; Ms. Lacy 
Shockley, Vice President of Research, Smith Barney, Harris 
Upham & Company; and Charles R. Cranmer, Analysts, Shearson 
Lehman. 

Their testimony will be most helpful in the committee’s effort to 
understand the conditions that impact on the banks in the market 
place. 

We deeply appreciate your voluntary cooperation, and that of 
your individual firms. With that, the Chair recognizes Mr. Leach 
for any statement he may wish to make. 

Mr. Leach. Thank you, Mr. Chairman. 

I want to commend you for holding these hearings today on the 
financial problems facing the commercial banking industry. The 
recent slump in coastal real estate markets, coupled with the con- 
tinuing problems associated with LDC loans, highly leveraged 
transactions, and the prospect of oil-driven inflation evidence or 
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foretell serious problems with the banking industry in general and 
money center banks, in particular. 

Given the precariousness of the economic circumstances, it could 
not be more appropriate for this committee to insist that the regu- 
lators understand their obligations to the taxpayer. 

As the S&L debacle illustrates, failure to regulate prudently and 
in a timely basis can be costly to society. Three aspects in particu- 
lar of the thrift regulatory failure would appear relevant to com- 
mercial banking today. 

One, inadequate capital ratios allowed S&Ls to over-leverage de- 
positor resources; two, imprudent accounting practices masked the 
depth of industry problems; and three, regulators failed to under- 
stand the speculative impact of new powers granted the industry, 
particularly those related to direct investments and junk bonds. 

The distinction between thrift and more rigorous bank regula- 
tions has come to be widely understood. Less understood are the 
different regulatory standards that have developed over the last 
decade between big and small banks. 

Historically, it was believed big banks needed less regulations as 
they had more diverse assets and more sophisticated management. 

It now appears money center banks are in a difficulty because of 
regulatory indifference to capital ratios, because of phony book- 
keeping and because the competitive framework has changed to the 
marked disadvantage of larger banking institutions. 

Before turning to capital issues, let me mention three competi- 
tive difficulties facing big banks. 

First, regional banks, and in many cases, smaller banks, can now 
provide all the essential services money center banks can. 

In fact, banks in rural communities have more rights to do more 
financial services such as insurance than money center institu- 
tions. 

Second, large banks which traditionally do business with large- 
corporations have found that these corporations no longer rely on 
bank borrowings but can raise money by selling commercial paper 
and other debt instruments. 

Third, investment banks, as well as foreign commercial banks, 
are competing for the same big, business clients as trade becomes 
more internationalized. 

Accordingly, money center banks in the 1970’s looked to govern- 
mental business as a salvation, arguing that sovereign guarantees 
provided ironclad risk avoidance. Believing that it would be much 
more difficult to attach Brazil than Iowa farm land and believing 
asset growth in banking was being skewed to the weaker, albeit 
larger banks, I introduced legislation calling on the Federal Re- 
serve Board in connection with other central banks to develop 
stronger capital ratios for money center banks or impose reserve 
requirements in international lending. 

Such an approach was eventually developed, although in a 
modest way, with the Basle Court. In hearings held in the legisla- 
tion I introduced in the late 1970’s to impose more prudential 
standards for international lending, representatives from money 
center banks objected strenuously to greater regulatory oversight. 

Representatives of Citicorp, Morgan Guaranty, Chase Manhattan 
and Bank of America backed up by the Treasury and Fed, assured 
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us that their banks had sound foreign asset portfolios and that di- 
versification of lending implied no need for capital standards equiv- 
alent to those required of smaller banks. 

Mr. Chairman, I have a great deal more that I would like to in- 
troduce into the record on this particular subject. Let me just con- 
clude by saying that subsequent to the time in which you called 
this hearing, there have been events, most particularly in the 
Middle East, that also have a great impact on banking, particularly 
the inflation implications as well as the possible shock that could 
occur as Iraqi and perhaps Kuwaiti obligations are defaulted upon. 
So we have new circumstances that relate, indeed, to international 
banking, and particularly the security of our money center banks 
that I think all of us have reason to review, I would like to ask 
your consent to put more in the record on this subject. 

The Chairman. Certainly. Without objection, it is so ordered. 

[The information referred to can be found in the appendix.] 

The Chairman. I agree with the gentleman in his observations. 

Mr. Schumer, thank you very much for breaking your vacation 
period and being here with us this morning. 

I wanted to send my thanks to the other Members. These are dif- 
ficult times. You know, you would have thought 2 weeks ago we 
had a crisis of some kind, for months we have been hearing about 
an S&L crisis, and I feel we can’t do business as usual and look to 
an over 30-day period in which we would not be working. There- 
fore, beginning with yesterday s hearings by the Subcommittee on 
Housing, we feel that we must take advantage of this August break 
knowing full well that it taxes the Members who have plans and 
especially those that have small children, as Mr. Schumer. 

We are appreciative of that and, therefore, doubly appreciate 
your presence, Mr. Schumer. 

Mr. Schumer. Well, thank you, Mr, Chairman. 

I want to thank you for holding these hearings. I guess it is no 
secret that these hearings have, when you proposed them, caused 
some bit of controversy, and I don’t think that is very fair. We are 
hearing all over the place that the administration, the regulators, 
and, of course, Congress, should have been looking at the S&L issue 
not after it happened, not after the horse was out of the barn. That 
is just what the Chairman is attempting to do in these hearings on 
commercial banking real estate practices. 

No, it is not a billion, multi-billion dollar crisis yet. but these 
kinds of hearings might help prevent it from becoming one, and 
you can’t have it both ways. 

You can’t criticize when the committee tries to do oversight and 
then criticize when the committee doesn’t do oversight. We are lim- 
ited in how much oversight we can really do under the best of cir- 
cumstances, but to not try really is unfair, so I think a lot of the 
criticism of this hearing was really unfair and uncalled for. 

We are in a different time. We are in a time where Federal in- 
surance causes the taxpayers to spend over $150 billion, maybe 
$500 billion, and that means there is going to be more oversight 
from these committees and in different ways than it was in the 
past, and maybe it is going to look at certain specifics, and that is 
the prerogative of the committee, and I think really its obligation. 



Let me say on the issue itself, I don't think it is a surprise that 
we are finding real trouble in the banking industry and in the 
banking industry in real estate. 

I think this is an all in outgrowth of the changes in the world 
that occurred in the middle and late 1970's and early 1980's. The 
whole financial world changed, new products, international mar- 
kets, computers, the ability for money to just be transferred with 
the push of a button from one place to the other. You had an in- 
dustry, a financial industry, whether it be the S&Ls or the bankings 
industry, that was highly regulated, and all of a sudden they had 
to adapt to this brave new world. 

It was as if you took people who knew how to walk on the dock 
very well and then threw them in the" water and said learn how to 
swim. Well, quite naturally, it would take a long time for some of 
them to learn how to swim, and quite naturally, some of them, as 
we have learned, would drown. 

That has been what I have seen in the banking industry for quite 
a while. I have always been perplexed at how much trendiness 
there seems to be in banking lending. 

Third World debt was the big thing, and it was overdone. And 
before that real estate investment trusts were the big thing, and 
they were overdone. And then maybe oil and gas was the big thing, 
and it was overdone. And then now real estate, and M&A, and all 
of these things were the big thing, and they get overdone. What I 
don't understand, having never actually been involved in a busi- 
ness deal myself, is why aren’t people looking at the fundamentals. 

It shouldn’t be the name Trump automatically beckons forth 
hundreds of millions of dollars, particularly in unsecured loans 
without any examination of whether the casino industry would be 
healthy 2 years from now or this industry or that industry, and 
maybe the art of making credit decisions is just that, an art, not a 
science. 

Maybe it is a lot more of psychological guessing than I would 
imagine and more importantly than it was in the past, but if that 
is the case, then inexorably we turn to Federal deposit insurance 
reform. 

If there is so much guesswork in making these types of loans, if 
it is not a science, if you can’t sit down and look at the piece of 
paper and say, well, we have got a pretty good guess— but in any 
case, if there is so much guesswork in making loans, then maybe 
the Federal Government ought to re-think insuring these kinds of 
loans. If it is different than it was 30 years ago. 

I find it amazing that two of the smartest banking institutions in 
the country, supposedly the smartest banking institutions in the 
country, gave hundreds of millions of dollars in unsecured loans ba- 
sically on the basis of a name. 

I still scratch my head and I say, how did that happen? Not se- 
cured loans. Unsecured loans. 

It is now real estate, but sure as we are sitting here, it will be 
something else tomorrow, just as it was something else yesterday. 
Something is different in the banking industry, different at any 
time since the thirties, and I think we have to understand it and 
adapt to it in ways that we are really not expecting. 
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I am worried. I am worried about the insurance industry because 
they, too, are plunged into this brave new world and did some 
crazy things, and they were a highly regulated industry, but at 
least they are not federally insured. 

We are all worried about the S&L industry, but some of the very 
same fundamentals that caused problems in the S&L industry are 
going to continue to cause problems in the banking industry until 
we examine it and change the way, in a fairly fundamental way, 
our banks operate. 

Yield back the balance. 

The Chairman. Thank you very much, Mr. Schumer. 

Mr. Parris. 

Mr. Parris. Mr. Chairman, I don't have an opening statement, 
but I would like to associate myself with the remarks of my friend 
from Iowa, Mr. Leach, in his reference to the frightening develop- 
ments in the world today, which makes it, in my view, increasingly 
important that the financial structure of institutions in the indus- 
try of financial services at home be more stable and secure than it 
has ever been. 

I would say to my friend from New York, I agree with much of 
what he has observed here this morning, with one caveat, that this 
is inherent risk in the extension of credit by financial institutions 
simply because of what you acknowledge, Chuck, is the time and 
technology and markets in fact do change. 

You don't lend money by the day, you lend it in oftentimes by 
the decade, and I don’t have a crystal ball and I don't think you do, 
and sometimes I think Jeanne Dixon's doesn't work very good. 

Obviously, some banks don’t have one, either, but that doesn’t 
mean that they are inherently incapable of creating because we 
have created in this nation for 200 years an economy which is the 
envy of the world, so we, I don’t think, want to, as a function of 
this committee or of our oversight, which you have again accurate- 
ly suggested is not nearly what I think it should be, and the system 
makes it that way. 

We are just not good at that, and we never have been, and we 
never will be. That is why we have got regulators. 

So much of what has been said here I agree with, and I thank 
you, Mr. Chairman, for the opportunity. 

The Chairman, Thank you, Mr. Parris. 

And we welcome our new Member to the Banking Committee 
Mr. Weiss. I think this is your second hearing. The first may have 
been with the subcommittee, but I think it was the full committee. 

So, Mr. Weiss, thank you very much for your presence, and we 
recognize you at this point. 

Mr. Weiss. Thank you very much, Mr. Chairman. I have no open- 
ing statement as such. 

I simply want to express my appreciation to you for convening 
these hearings. I think they are extremely important. 

I think, too, that you have outlined very eloquently the concerns 
which have led you to call these hearings. I think some of the 
statements you have made, and my other colleagues, are extremely 
profound and I think provide a setting for these hearings. 

For a long time there seemed to be a sort of an air of superiority 
about the commercial banks and how safe and secure their oper- 
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ations were compared to the savings and loan industry, and quite 
clearly it has not been as safe and secure as it was initially 
thought to be, and I think it is important for us to get some sense 
of the dimension of the problems which may be existing right now 
and to see what can be done to try to make it a more secure and 
safe system. 

Thank you, Mr. Chairman. 

The Chairman. Well, thank you, Mr. Weiss, very much. We 
deeply appreciate your membership, It is a tremendous addition, in 
my opinion, to the Banking Committee. 

Mr. Vento, thank you very much for joining us. 

Mr. Vento. Thank you, Mr. Chairman. 

I appreciate the opportunity. I happened to be in the back in the 
district, and we are back for this task, so it is an important issue 
that comes before us, and clearly decisions by the Office of Comp- 
troller of Currency and Federal Reserve Board with regards to 
creditworthiness and credit extension are important issues in 
terms of the regulation of the institutions that they have responsi- 
bility to regulate. 

The word “regulate” has taken on a negative connotation in the 
1980's, but I think we are quickly finding the importance of this 
role and the absence of it in the 1980’s as to what the consequences 
are. 

Mr. Chairman, as we know, our institutions, and the dynamics of 
what is going on in those franchises, whether they be banks or 
other financial institutions, is dramatically impacted by the events 
in the global market place, and clearly as increasing amounts of 
financing are sought for mergers, for takeovers for significant de- 
velopments, our financial institutions end up absorbing increasing 
risk in that process, and I am interested to learn how the regula- 
tors are managing that, how it is affecting the entire system, espe- 
cially in the aftermath of some of the experiences with the S&Ls, 
and how we can — how we can predict what will happen in the 
future, especially, of course, with these large loans. 

Like you say, if you have a situation where you have a loan with 
10 percent of your capital at risk, you have got a loan, if you have 
60 or 70 percent of it at risk, you have got a partner in the finan- 
cial institution. 

I think that is where a lot of institutions find themselves today, 
not just with the Donald Trumps of the world, but with a lot of the 
extended foreign debt and other problems, all of which, of course, 
under some circumstances developed a good rationale, that we had 
to do it in order to avoid economic dislocations in the economy, but 
I am not so certain that many of those economic dislocations have 
not been rolled forward from 1970 and 1980 to 1990, and I think we 
have to work our way out of that and back into a situation where 
there is a decentralization in the credit worthiness and where we 
see it to some extent being restricted because of these activities in 
the economy, and so, Mr. Chairman, I think it is important to have 
this type of hearing, this type ofi focus, and I appreciate you calling 
the hearing, and albeit during a time when we are supposedly in 
recess, Mr. Chairman. 

The Chairman. Well, thank you very much, Mr. Vento. Thank 
you for your very apt remarks. 
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Well, gentlemen, we will proceed and recognize the Comptroller. 
I had more or less introduced you before by mentioning the fact 
that we appreciated your presence and your response to our call. 
These are unusual times, and it calls for a more than usual pattern 
of behavior on our part, so if there is no objection, and there are no 
time problems with the other two witnesses, we will recognize the 
Comptroller first. 

Mr. Clarke, thank you again. I want to express my appreciation 
for you being with us in June in Houston, Texas, when we had the 
hearings there. It is something that we are grateful for. 

You may proceed as you deem best. Your prepared text will 
appear in the record as you submitted it. 

STATEMENT OF ROBERT L. CLARKE, COMPTROLLER OF THE 

CURRENCY 

Mr. Clarke. Thank you, Mr. Chairman. 

I am here this morning, as you know, with my colleagues, Gover- 
nor LaWare and Mr. Philbin, to discuss the supervisory response of 
the Office of Comptroller of the Currency to the real estate lending 
problems of national banks. I have submitted a written statement 
which, as you have indicated, will be included in the record, and, 
rather than repeat that statement, I would like to talk to you for a 
few moments this morning about how the OCC is dealing with 
banks that have a significant volume of troubled real estate loans. 

There are a number of misconceptions about the OCC’s role that 
I would like to clear up. One of these misconceptions is that we 
have only recently discovered problems in the real estate lending 
of national banks and have just now' begun to take action. Another 
misconception is that OCC examiners tell bankers what to do with 
individual real estate loans, w r hich loans to make and which loans 
to turn dowm, which troubled loans to restructure and which ones 
to foreclose. A third misconception is that loan classification by 
OCC examiners and the ordering of additions to loan loss reserves 
are placing an unreasonable burden on banks. 

Mr. Chairman, I have been asked a number of times in recent 
months why the OCC waited so long before sounding the alarm on 
real estate lending. The questioners seem to assume that just be- 
cause the story didn’t start to get attention in the national press 
until a few months ago that nothing was happening before then. 

In fact, the OCC has been sounding the alarm on real estate 
lending for the past 3 years. Learning from the real estate disas- 
ters in your and my home State of Texas and in other parts of the 
Southwest, we began reviewing real estate lending practices in 
1987 when we saw indications of softening in several real estate 
markets. We stepped up those efforts in 1988 and conducted real 
estate examinations at 13 of the largest regional banks in our 
Southeast District. Later in 1988, the OCC sent an advisory letter 
to the chief executive officer of every national bank in the country. 
That letter warned in very specific terms about the potential risks 
of excessive concentration in real estate lending and cited specifi- 
cally a number of deficiencies which we had discovered in our ex- 
amination of those regional banks. In 1989, real estate markets 
continued to soften and there were indications of over-building in 



many cities, prompting us to conduct comprehensive examinations 
of real estate lending at a number of national banks. 

We have all heard about the concerns of real estate developers 
and other borrowers who believe that they are being denied credit 
that they would have received easily in the recent past. We have 
also heard about the concerns of borrowers whose loans have been 
foreclosed, who feel that if they had been given more time, they 
might be able to work out their loan problems. Some of these bor- 
rowers look at other borrowers who are offered re-financing on 
troubled loans, and they wonder if they are being treated fairly. 

I sympathize with the plight of business people who, through no 
fault of their own, have difficulty obtaining credit. But the conclu- 
sion that many observers seem to have reached — that OCC examin- 
ers are ordering bankers to withhold credit — is based on a mistak- 
en view of how bank supervision works. 

OCC examiners do not make individual credit derisions. That is 
what bankers are paid to do. We do not tell the bank to make or to 
deny any specific loan. We remind the bank to take care when 
making loans. It is the banker’s job to find the good loans and to 
make them. And, it is the banker’s job to be able to justify the 
loan, not just, and not even first, to bank supervisors, but to its 
own board of directors. 

We have not repealed the basic rules of banking, including the 
practice of bankers working with customers during economic down- 
turns. That means working with customers to restructure loans if 
necessary. When we classify a loan, we are not sending a signal 
that the bank should simply walk away from the loan and the bor- 
rower. Rather, the banker would be expected to analyze the credit 
and consider restructuring if that is appropriate. We do not tell the 
bank whether to foreclose or to restructure. 

We believe that such decisions should be made by bank manag- 
ers, not by bank supervisors. Our role is to ensure that the loan is 
valued correctly on the bank’s balance sheet and that the bank has 
reserved adequate funds for loan losses. This ensures that any 
losses will be borne by the bank’s stockholders, not by the Federal 
deposit insurer, or by the taxpayer. What the bank then does with 
the loan — whether it restructures it or forecloses it — is up to the 
bank. 

Banks should treat all troubled borrowers equitably, regardless 
of their size, but I do not believe that there is much reason to be 
concerned about preferential treatment. The bank faces a straight- 
forward business decision: whether it can recover more of its in- 
vestment hy demanding payment in foreclosing than by restructur- 
ing the loan. It is difficult to image a bank with it own capital at 
stake making that decision on any basis other than to maximize its 
eventual recovery. 

Of course, large borrowers may have options that are not avail- 
able to all small borrowers. They may have other sources of uncom- 
mitted revenues or collateral that can be used to obtain additional 
financing. Small borrowers, on the other hand, often have no re- 
sources beyond the revenue stream and the collateral that was 
pledged on the original loan. Consequently, a bank may find that a 
large borrower presents better prospects for recovery through re- 
structuring than through foreclosure, while the opposite may be 



11 


true for a small borrower. But small borrowers who can demon- 
strate their creditworthiness can, and frequently do, have their 
loans restructured instead of foreclosed. 

Whenever a bank is having problems collecting its loans or an- 
ticipates such problems, then prudent accounting requires some 
recognition of potential loss. That is the purpose of loan loss re- 
serves. Criticism of loans by the OCC is not the cause of credit con- 
traction. It is an effect, an effect of and response to deteriorating 
market conditions. Criticism of loans by the OCC, and the resulting 
addition to loan loss reserves, is the recognition by bank supervi- 
sors of changes in the environment that call into question the 
value of loans that are already on a bank’s books. That recognition 
of deteriorating market conditions may result in a tightening of 
credit underwriting standards by banks and the terms and condi- 
tions under which credit is available. 

Some observers have asked why banks cannot be allowed to 
carry troubled loans for a period of time at their book value rather 
than being required to write them down immediately. This, it is 
argued, would give the bank more time to work out its problems. 
Now, on the surface, that idea may sound appealing to you, but it 
is essentially arguing that problems be hidden and that the true 
financial condition of the bank be disregarded. 

Public confidence demands that problems be recognized and not 
swept under the rug. This does not mean that banks whose capital 
is reduced to unsatisfactory levels as a result of recognizing their 
problems do not receive any cooperation from bank supervisors. 
The OCC has a long history of working with banks that have credi- 
ble plans for restoring their capital to acceptable levels and we will 
continue to do so. 

Mr. Chairman, we recognize that excessively stringent bank su- 
pervision would have harmful effects. We do not want bankers to 
change their credit decisions based on fear of unwarranted criti- 
cism by bank supervisors. But it would not be in the best interest 
of the banking system or the general public for the OCC to ignore 
changes in a bank’s condition that materially affect its safety and 
soundness. 

The OCC will continue to monitor real estate markets. We will 
continue to conduct focused examinations of real estate portfolios 
at national banks where we have indications of credit problems. 
We will continue to direct those banks to reserve against loan 
losses when this is necessary to reflect the actual value of the 
loans. And, we will continue to urge banks to maintain high under- 
writing standards. We recognize that these steps involve a certain 
amount of pain for those who are involved, but they are precisely 
the steps that are required to work out the problems in banks’ real 
estate loan portfolios. 

Thank you for the opportunity to discuss this important topic 
this morning. I will be pleased to answer any questions that you or 
the other Members of the committee may have. 

[The prepared statement of Mr. Clarke can be found in the ap- 
pendix.] 

The Chairman. Thank you, sir. 

Mr. LaWare. 
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STATEMENT OF JOHN P. LAWARE, GOVERNOR, FEDERAL RE- 

SERVE BOARD, AND CHAIRMAN, FRB’S COMMITTEE ON SUPER- 
VISION 

Mr. LaWare. Thank you, Mr. Chairman. 

I am very pleased to be here on behalf of the Federal Reserve 
Board to discuss real estate lending by commercial banks and its 
effect on their financial condition. 

The committee is, I am sure, well aware of the many problems 
that banks and other depository lenders have had with real estate 
loans in the last 5 years and is understandably concerned about the 
prospects of these problems continuing. 

Real estate markets were generally robust over the decade of the 
1980’s. Growing demand produced sizeable increases in property 
values and prompted substantial growth in construction of new 
commercial and residential structures. 

Commercial banks, thrift institutions, insurance companies, and 
other major lenders, including foreign institutions, played impor- 
tant roles in this process, providing funds for the construction and 
sale of new properties and for the transfer of ownership of existing 
properties at rising values. 

For the decade as a whole, real estate loans at all commercial 
banks almost tripled, while total assets of commercial banks grew 
at a much slower pace. By the end of the decade, real estate loans 
made up about 28 percent of total bank assets, compared with less 
than 15 percent at the end of 1980. 

Commercial property and construction loans now account for 
roughly one half of the $778 million of total real estate loans held 
by commercial banks. By the end of the decade, the pace of expan- 
sion had slowed. In the last few years, the supply of real estate has 
exceeded demand, with consequent effects on vacancy rates, proper- 
ty values, and rental rates. 

These weakening market conditions are reflected in higher real 
estate losses for banks. During 1989, real estate charge-offs at com- 
mercial banks rose 54 percent from the prior year to almost $3 bil- 
lion, and totaled a billion dollars in the first quarter of this year 
alone, Non-performing real estate loans also continued to mount, 
increasing by 37 percent last year and another 8 percent to $32 bil- 
lion in the first quarter of this year. 

Non-performing real estate loans now account for nearly one-half 
of all non-performing loans held by commercial banks. The per- 
ceived need to find new business, the ability to generate real estate 
loans, and the appeal of larger fee income combined to encourage 
aggressive real estate lending. 

Some banks failed to assess realistically the economic soundness 
of specific projects and cash flow projections. Construction loans 
that historically had been made on the basis of pre-leased space 
and pre-arranged permanent financing were now made without 
these features and largely on the basis of past relationships and on 
the appraised value of the underlying property. 

Borrower equity in projects was often minimal, and appraisals 
supporting the loans were sometimes based on revenue projections 
that simply did not materialize. Many lenders also seemed to have 
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focused on the strength of specific projects without giving appropri- 
ate consideration to total market conditions. 

Although the latest projects they were financing may have been 
successful, many were so only because they drew tenants from ex- 
isting buildings and created problems elsewhere. The expanded in- 
vestment powers for thrifts may also have changed the nature as 
well as the level of competition. 

In addition to increasing the supply of credit available for real 
estate construction, these changes introduced new competitors that 
at least initially were inexperienced in commercial real estate lend- 
ing and unable to adequately evaluate all of the risks. 

Thrifts holding equity interests obviously had different incen- 
tives than typical lenders and often focused on the potential gains 
from their ownership roles and extended credits they might other- 
wise have denied. The result of these developments has been over- 
built real estate markets in which financial institutions have been 
forced to finance buildings long beyond the time they originally en- 
visioned in order to accept significant concessions on residents and 
to face vacancy rates much higher than planned. 

In these circumstances, the value of the bank’s collateral, often 
only the real estate itself, has been reevaluated on the basis of ex- 
isting market conditions and has led to significant write-downs of 
many loans. As bank supervisors, the Federal Reserve and other 
Federal and State banking agencies have responsibility to review 
the activities of financial institutions and enforce sound lending 
and operating procedures. 

Bank regulatory agencies generally try to minimize t Heir influ- 
ence on credit allocation decisions, and as a general rule do not 
impose limits on the different types of loans that banks should 
make. We do evaluate the policies and activities of individual 
banks, but we try to avoid substituting our credit judgments for 
theirs in lending decisions unless the need to intervene is clear. 

This supervisory approach recognizes that the long-term inter- 
ests of the economy are best served when lending decisions are 
made by private institutions and not government agencies. I would 
stress that we clearly recognize our role in protecting the Federal 
safety net and minimizing risks that insured deposits present to 
taxpayers. 

Balancing those concerns with the objective of avoiding unneces- 
sary interference in bank lending activities is a constant challenge 
to bank supervisors. While we leave credit decisions to banks, the 
effects of their decisions must be promptly and accurately reflected 
so that management receives the information it needs to respond 
prudently. 

The Federal Reserve has long had the view that a strong supervi- 
sory process is built upon a program of frequent on-site examina- 
tions. A key function of the examiner is to evaluate credits and 
ensure that banks reflect assets at appropriate values in their fi- 
nancial statements. Many of the real estate losses banks have re- 
cently experienced have been identified by rigorous supervisory 
views or by bank management’s preparation for such a review. 

Some banks have been hit hard by these examinations, but 
others have come through quite well. Most banks, though, are ac- 
knowledging that the real estate markets have changed and have 
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reviewed and tightened their lending procedures. The effect is pain- 
ful now, but it will be beneficial for the long-term. 

It will also reduce the risk they present to the Federal safety net. 
Under present conditions, the Federal Reserve has been concerned 
that credit-worthy borrowers continue to have adequate access to 
bank credit and has monitored credit markets very closely. In that 
connection, the Chairman of the Federal Reserve, along with the 
Chairman of the FDIC and the Comptroller of the Currency, met in 
May with bank representatives to stress the importance to the 
economy of continued lending and to clarify that supervisory ac- 
tions are not intended to prevent new loans. 

In subsequent testimony, Chairman Greenspan and I both indi- 
cated that while lenders had tightened their standards there did 
not appear to be a broad-based squeeze on credit, but we noted that 
the Federal Reserve was monitoring the situation closely. More re- 
cently, evidence is building that credit markets have become 
weaker. 

It is difficult to determine what part of the slowdown derives 
from higher credit standards versus less loan demands. As the 
Chairman stated in his testimony of July 18, though, lending stand- 
ards seem to have tightened too much. The Federal Reserve has re- 
cently taken some steps to offset the effect of these tighter lending 
standards. 

Unfortunately real estate loans are only one of the significant 
risks that banks in this country faces. Loans to highly leveraged 
borrowers and to developing countries cannot be ignored. The cur- 
rent slowdown in real estate markets will have a dampening effect 
on economic activity that will be felt unevenly nationwide. 

The problems that financial institutions are experiencing at this - 
time merely illustrate the risks and uncertainties that are inherent 
in lending funds. Strong bank management and an active and 
sound supervisory process will help prevent many problems. 

Many others, though, will stili exist. It is critical that banks have 
sufficient equity capital to support the risks they take, both to 
insure their own survival and to protect the Federal safety net. En- 
suring adequate bank capital is an important objective of supervi- 
sion and remains an important priority of the Federal Reserve. 

I will be delighted to answer any questions you may have after- 
wards, sir. 

[The prepared statement of Mr. LaWare can be found in the ap- 
pendix.] 

The Chairman. Thank vou very much, sir. 

Mr. Philbin. 

STATEMENT OF PETER M. PHILBIN, DEPUTY SUPERINTENDENT 
OF BANKS, NEW YORK BANKING DEPARTMENT 

Mr. Philbin. Thank you, Mr. Chairman. 

Superintendent of Banks, Jill Considine, regrets that she is 
unable to appear today because of a commitment which long pre- 
dated your invitation. By way of background, it may be helpful if I 
give you some information about the New York State Banking De- 
partment. 
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We supervise over 4,000 financial institutions, including commer- 
cial banks and trust companies, bank holding companies, savings 
banks and savings and loan associations, credit unions, banks and 
agencies of foreign banks, licensed lenders, sales finance compa- 
nies, money transmitters, and mortgage bankers and brokers. 

In the aggregate, we supervise entities with assets in excess of $1 
trillion. Banks supervised by the Department comprise more than 
35 percent of all State-chartered banking assets in the nation. As 
you can see, we have a wide spectrum of supervisory responsibility, 
and we believe this affords us a unique perspective on a variety of 
financial players and markets in which they operate. 

Your request asked us to discuss the role of the New York State 
Banking Department in the examination, supervision, and regula- 
tion of State-chartered banks, with particular attention to the 
banks’ real estate lending practices. 

You also asked us our reaction to the lending arrangements re- 
cently concluded by two of our chartered institutions with a par- 
ticular major customer. With regard to the latter request, we have 
not completed examinations of those banks since the lending recon- 
struction was arranged, and therefore have no knowledge of the 
specifics. Moreover, from both legal and policy viewpoints, we have 
always held it to be inappropriate to discuss confidential and pro- 
prietary information concerning a bank’s relationship with an indi- 
vidual customer, particularly in a public forum. 

Consequently, I am not able to respond to the second part of your 
request. The New York State Banking Department shares supervi- 
sory responsibility for the banking institutions that it charters 
with several Federal agencies, specifically the Federal Reserve 
Bank of New York, the Federal Deposit Insurance Corporation, the 
Office of Thrift Supervision, and the National Credit Union Admin- 
istration. 

The New York Banking statute requires an annual examination 
of our banks. As a practical matter, we attempt to alternate 
annual on-site examinations of State-chartered banks with the Fed- 
eral Reserve in the case of a member bank and the Federal Deposit 
Insurance Corporation in the case of a non-member bank. 

This is done in order to minimize the duplication of regulatory 
effort, to achieve optimum efficiency from limited financial and 
human resources, and to ease the regulatory burden on supervised 
institutions. 

In the case of a problem institution, however, both the New York 
State Banking Department and the appropriate Federal agency 
would normally jointly conduct examinations on as frequent an in- 
terval as is deemed necessary. 

On-site examinations are viewed as a component, albeit a very 
important one, of the ongoing supervision of a chartered institu- 
tions. Our supervised entities are continuously monitored from the 
office by desk examiners who review a myriad of external and in- 
ternal reports and analyses to track the progress of an institution 
and to watch for any sudden change or deterioration which might 
signify a negative occurrence. 

We also attempt to follow national and regional economic trends 
and trends in the banking industry in order to anticipate develop- 
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ments which might have significant impact on the banking indus- 
try in general and on banks with particular business profiles. 

In this regard, we became somewhat concerned in the past year 
about the quality of our banks’ real estate portfolios. The experi- 
ence in other parts of the country, particularly the southwest and 
New England, the softening economy in the northeast, the abrupt 
reversal of the real estate inflation engine in the northeast, and 
some empirical evidence of a rise in delinquency and non-perform- 
ance on residential and commercial property real estate loans 
prompted our concern. As a consequence, we have conducted sever- 
al studies and made special visitations to numerous supervised in- 
stitutions whose structures and business practices we believe might 
make them vulnerable to a serious downturn in the real estate 
markets. 

Our reviews covered such areas as underwriting standards, docu- 
mentation, appraisal and reappraisal policies and techniques, serv- 
icing practices, management information systems,, problem loan 
recognition and workout capabilities, portfolio concentrations, and 
loan loss reserve adequacy. 

We were interested not only in determining whether a bank had 
a real estate loan portfolio problem, but also whether bank man- 
agement had identified and measured the problem and was taking 
the proper steps to deal with it. 

Although New York State-chartered institutions have not es- 
caped completely the consequences of a softening economy and dif- 
ficult real estate markets, our review disclosed that at this time 
there does not appear to be a major problem with the universe of 
our banks. 

That is not a prognosis for the future. As we have experienced in 
the past week, unforeseen events can dramatically alter the status 
quo. A serious recession or a depression would certainly have nega- 
tive implications for. the real estate markets, as well as other sec- 
tors of the economy, and consequently for our banks. 

As a general comment, it is our belief that the decade of the 
1980’s, with its almost uninterrupted economic expansion, com- 
bined with the natural competitive drive of banking institutions, 
induced a subtle liberalization of real estate lending and servicing 
standards. - — 

In a climate where the aggregate of problem real estate loans 
has been minimal over an extended period of time, a feeling of cau- 
tion tends to erode as the memory of previous lessons fades. There 
is a certain discipline built into the traditional business cycle that 
has the effect of braking the attitude of you euphoria brought on 
by good times and provides a dose of reality to the lending process. 

I might also add that the constraints on American banks, which 
impede their ability to provide a full array of financial services to 
their best customers, has considerably narrowed the choice of busi- 
ness opportunities and intensified competition for what limited 
business remains. 

I believe a case can be made that concentrations apparent in 
some institutions in the areas of commercial real estate and highly 
leveraged credits are, in part, a consequence of lack of opportunity 
to pursue high quality business elsewhere. 
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In an environment where the optimism of the past decade has 
eroded and management concern has shifted from quantity to qual- 
ity in the struggle to manage problem loans, it is logical to expect 
that lending standards will be reviewed and tightened, thus the 
perception on the part of some that there might be a credit crunch. 

We see no such phenomenon but would acknowledge and ap- 
plaud a healthy reevaluation of underwriting standards and servic- 
ing practices and the adoption of cautious and prudent lending 
strategies by our banks. That concludes my statement, Mr. Chair- 
man. 

I will be happy to respond to any questions you may have. 

[The prepared statement of Mr. Philbin can be found in the ap- 
pendix] 

The Chairman. Thank you, Mr. Philbin. 

Let me say at the outset — and I don’t mean this to be disparag- 
ing, but just my perception. 

For 29 years I have sat on this committee and I think that just 
given the different scene and scenarios of the time, the 1960’s, 
1970’s, 1980’s, the regulators said pretty much what you are telling 
us today. 

I mean about the only differences are little variations here and 
there, but the basic content or thrust of what I have heard has 
gone through very little change. 

On specific questions. 

The publicly held bank holding companies make routine filings 
with the SEC, as well as filings for stock and debt offerings. 

They are required to include in those filings audited financial 
statements as well as other informational material to an invest- 
ment decision. 

Thus for example, Manufacturers Hanover disclosed that because 
of the non-performance status of Donald Trump’s loans, non-per- 
forming loans are expected to increase by $157 million. 

Yet neither the Federal Reserve nor the OCC will discuss the 
specifications of the major banks — not one case — not any attempt 
to seek confidential or proprietary information, but just discuss the 
specifics of a major bank’s real estate loan portfolios. 

Don’t you believe this is material to a depositor’s decision about 
where to deposit his funds? 

How can we encourage depositor responsibility and the attendant 
decrease in risk to the Deposit Insurance Funds if the bank regula- 
tors refuse to disclose data to potential depositor's that is required 
to be disclosed to potential investors? 

Mr. Clarke. Who would you like to answer that question? 

The Chairman. It is really directed to all three of you. Because 
even in the case of Mr. Philbin, you share regulatory supervision 
in, and, in fact, Mr. Parris mentioned about the present problems 
confronting our nation and the international darkened picture. We 
have cases where just last week, in fact, we were asked about situa- 
tions in which foreign-based banks having branches or agencies 
that are chartered by individual states have recreated situations 
where they have been able to maneuver billions of dollars through 
channels and avenues that would appear to be contrary to the na- 
tional policy of the President or U.S. foreign policy. 
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So these fall in crevices where the State-chartered institutions 
ostensibly in international workings is really only supervised or ca- 
pable of being supervised by the Federal Reserve Board. 

Where you have a State-chartered institution you have gaps 
where this is possible, because we now have about $500 billion plus 
of that kind of money in our country. But under the existing laws 
it is possible to have massive embezzlement and yet there is no law 
on the books to call for criminal culpability of bank embezzlement 
in those cases. 

This is what concerns us. In this case the question I am raising is 
really, purely national, but you have shared jurisdiction in the case 
of the State-chartered institutions. 

This is what I think is a main concern to us on this committee, 
and others in the Congress, as well. 

Now, with respect to the specific question, I would like to have 
some comment without necessarily encroaching on what is privi- 
leged, proprietary confidential information We don’t seek that. 

That is none of our business, and we know that. But the general 
and broad policies of regulators is very much of prime importance 
to us at this time. 

Mr. Clarke. Mr. Chairman, I think you are very appropriately 
concerned about the broad policies that bank regulators follow, and 
that is why the three of us are here today. As we all indicated to 
you, we are prepared to talk about those broad policies, but we are 
not prepared to talk about specific transactions or specific custom- 
ers of banks. There has been a longstanding tradition that the Con- 
gress has recognized, that such material should be maintained con- 
fidentially. There is a mechanism by which the Congress can exer- 
cise its oversight responsibility, and that is through the GAO, as 
you know. I think it would be a terrible mistake for bank supervi- 
sors to come up here and present financial information about indi- 
vidual banks’ borrowers in a public forum. 

The Chairman. We are not asking for that. My question is has to 
do with the ability of the smaller banks to review the information 
necessary to make a decision. 

Mr. Clarke. For a depositor to make a decision? 

The Chairman. Yes. 

Mr. Clarke. Let me talk about that for a minute. There is a 
mechanism available for that purpose. The Securities Exchange 
Act of 1934, which applies to bank holding companies for which the 
SEC has jurisdiction, but which also applies to banks which are not 
part of bank holding companies and for which the OCC has juris- 
diction, requires annual and quarterly statements and information 
in between about material events that may occur. With respect to 
smaller banks that don’t operate in publicly traded markets but 
are closely held, the bank supervisors require banks to make 
annual financial statements for the last 2 years available to 
anyone who comes in and asks for them. There is a mechanism of 
public availability of financial information about banks, large and 
small. 

The Chairman. Mr. Clarke, I don’t want to be disrespectful, but 
aren’t you kind of building the lily there and - begging question, be- 
cause this is sophisticated knowledge, underanalyzed. 



19 


We have cases that have been brought to this committee in a 
postmortem fashion. The Penn Square Bank in Oklahoma, where 
the examiners had been going through there and yes, indeed they 
had examined it, but who was going to analyze the information and 
who was reporting it. 

You had the Continental Illinois Bank in which we discovered 
belatedly, that it had exceeded its one bar limit of 10 percent, and 
it is still under government ownership, as a matter of fact, since 
1984. 

Isn't that still the law? How can anybody know this unless ihe 
regulators are advised? They certainly weren’t in the Continental 
Illinois case. Just with that one borrower, the Penn Square Bank, 
exceeded way over the 10 percent limit. In fact, $1.3 billion. 

By the time that became available to this committee, we were 
doing a postmortem. What we are trying to get at this point is why 
can’t we get the facts in a general way, without destroying the con- 
fidentiality of Mr. Trump or the banks or even trying to trespass 
on the confidentiality and that information which you well de- 
scribed as being outside of the public disclosure? 

On the other hand, if the SEC can discuss non-performing assets, 
why can’t another department or agency of the government do it? 

That is the thrust of my question. 

Mr. Clarke. Mr. Chairman 

The Chairman. This is public knowledge. You have had unlimit- 
ed press coverage of this. It has already been discussed by the 
banks in one case. That is the Manufacturers Hanover case, but it 
was all based on the fact that SEC does make public its reports and 
its findings and its information. And why in the world can’t the 
other public agencies do so? 

Mr. Clarke. Mr. Chairman, the SEC makes available essentially 
the same information for bank holding companies that are subject 
to the Securities Act of 1933 and the Securities Exchange Act of 
1934 that we make available for banks that are subject to the same 
requirements. 

The Chairman. Let me follow through with the second question 
here, a follow up question. 

Given that the syndicated or participating loans are actually un- 
derwritten by the lead or agent bank, have you found that the 
banks participating in the loans adequately review the loan files 
before buying into the syndicate? 

In short, are the smaller banks capable of taking sufficient care 
to review the qualifications of large syndicated borrowers, like the 
Trump case, as they would local borrowers? How do they access the 
necessary documentation to perform a thorough review of the bor- 
rower’s qualifications and do all of the institutions that participate 
in these loans have the financial expertise to determine on their 
own if the borrower is qualified? We can’t expect an average citi- 
zen or depositor to be sophisticated, but what about those smaller 
banks? 

Are they in a position to know what they are getting into, and to 
what extent are they overexposed? Is the examiner watching that? 

Mr. Clarke. Mr. Chairman, as with any population, there are 
some banks that do a better job of analyzing that information and 
taking care before they purchase a participation in one of those 
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loans than others. It is OCC policy that any national bank, before 
it buys a participation in a loan, is to evaluate that loan applying 
the same credit standards and evaluating the same information as 
if it were going to make the loan itself. That is one of the things 
our examiners look at when they go into a bank that has bought 
participations. 

The Chairman. Let’s be a little bit more specific. 

My understanding is there were as many as 90 commercial banks 
participating in the syndication of $2 billion in Trump loans. Fix in 
on one occurrence. Reportedly, the lead banks and the foreign 
based multi-nationals did the negotiating on the restructuring of 
the loans and most of the smaller banks were only given one to IV 2 
weeks to review and approve the plan. 

Not surprisingly, many of these banks would rather have been 
bought out than participate in the $65 million new loan package, 
including deferred interest payments, yet they went along with the 
deal anyway. 

Could you please tell the committee how large the other banks 
involved in the syndicates are, and in your opinion, is there a risk, 
either real or perceived, that these smaller banks would jeopardize 
their correspondence relations with the larger banks if they did not 
cooperate in the restructuring plan? 

Do you believe the lead banks are representing the best interests 
of all the institutions involved in this syndication? 

Mr. Clarke. Mr. Chairman, as I indicated to you earlier, I am 
not in a position £ to talk about the specifics of a particular bank’s 
credits. I will tell you as a general regulatory requirement, howev- 
er, that all of those banks are required under our policy to evaluate 
any loan in which they want to buy a participation in the same 
way as if they were originating that loan themselves. That means 
they have to ask for and receive financial information, and they 
have to analyze it. If they can’t get the information or they don't 
have the capacity to analyze it, they ought not to make the loan. 
They ought not to buy the participation. It doesn’t mean some of 
them don’t, and it doesn’t mean some of them won’t be criticized 
when our examiners go in the bank and review those portfolios. 

The Chairman. On the other hand, if the lead bank has a stran- 
gle hold on that small bank as a corresponding bank there is no 
way, unless the examiners and the regulators are aware — you 
know, you can just change the names around. Instead of Trump 
let’s have Keating, and that is exactly what we heard for 3 V 2 to 4 
years. 

We had regulators saying the same thing. We can’t discuss that 
individual, but we were using that as a symbol of a generalized 
condition or situations existing in that area of regulatory author- 
ity. 

So that we know in the real world that if you have a smaller 
bank and the lead bank says, look, it stands to reason, they have to 
have that corresponding relationship and they are not going to 
jeopardize it. We know that, but we have no way of knowing, for 
instance, by you saying that, well, we can’t discuss this individual, 
even though it involves 90 separate commercial banks that are 
under your supervision. 
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OK. We will let it go at that. The event that finally forced the 
Trump Organization to renegotiate its debt load was the company's 
inability to meet a June 15, 1990, $43 million interest payment on 
the Trump’s Castle Casino junk bonds. 

All of this is public knowledge — Mr. Trump may have been able 
to avoid this liquidity crunch with another trip to the junk bond 
market, except with the bankruptcy of Drexel, Burnham, Lambert, 
the once active bond market is drying up as a source of liquidity 
for high rollers. 

I think we could either in terms of praise or admiration, say Mr. 
Trump falls in that definition. Is it true that many of these borrow- 
ers never actually intended to repay their loans, but planned to re- 
finance their debt with junk bond issues? How will banks be affect- 
ed now that large borrowers can no longer refinance their out- 
standing obligations through junk bonds? 

It just seems to me that in this case we are actually looking at a 
demonstration of what is out there, and in our opinion the State 
and soundness the banking system is involved, from the standpoint 
of this bond situation, it may be you cannot comment. I don’t 
know. I haven’t asked Mr. LaWare if he cares to comment on 
either or both of those questions. 

Mr. LaWare. In your prior question, Mr. Chairman, you referred 
to, you seemed to be referring interchangeably to syndication and 
participation, and those are two quite distinctly different proce- 
dures from the standpoint of the banks. 

And I am not commenting now in terms of the specific situation, 
but rather a generalization with regard to how these are handled. 

In a syndication it is customary for the members of the syndicate 
to jointly consider the terms and jointly arrive at the negotiating 
points with the lead bank or banks in the syndicate who actually 
conduct the negotiations with the borrower. 

In a participation situation, the loan is negotiated and originated 
customarily by one or perhaps two banks and portions of the loan 
are sold to interested other banks who want to have a piece of that 
action, either because it is an attractive borrower or because the 
rate is attractive or because they are trying to fill out a hole in 
cheir loan portfolio. 

You referred to the Citicorp having a strangle hold on the small- 
er bank. Actually my own experience as a correspondent banker, it 
works the other way around. 

The Citibankers are so anxious to have the business of the small- 
er banks they bend over backwards to give them good service and 
make sure they are well satisfied with the service from the big 
bank. The smaller banks are increasingly willing to exchange their 
big Citicorp interests if they feel they are not getting that atten- 
tion. 

With regards to the procedures followed in approving loans. I 
would certainly underscore the controllers’ policy with regard to 
requiring that banks for which we are responsible go through an 
analytical procedure on any loan, whether they originate it them- 
selves or they buy a participation or whether they are involved in 
a syndication alone. 

Obviously, depending on their size, there may be a different level 
of sophistication. And I would not deny to you that some small 
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banks obviously rely on the judgment of their big Citicore, largely, 
but they do customarily go through the analytical procedure or 
check it out. 

My experience with particularly small banks is every loan above 
five banks is reviewed by the whole board of directors. So it is not 
just a rubber stamp kind of procedure, in my experience. 

The Chairman. Well, I will conclude my time at least by advis- 
ing the committee that yesterday the New Jersey Casino Control 
Commission ruled that more than 1,000 pages of financial docu- 
mentation detailing Donald Trump's rescue package must be re- 
leased to the public. 

So here we are, a Congressional Committee, being told that this 
is so sensitive that we can’t here about it. 

But in any event, I thought I would announce that fact. 

Mr. Vento. Mr. Chairman, maybe it will be in the New York 
Times. We can read about it then. 

The Chairman. I will depend on Mr. Schumer being responsible 
for that. 

I forgot. The reporter should show Mr. Kanjorski present as of 
sometime ago. 

Mr. Leach. 

Mr. Leach. Thank you, Mr. Chairman. 

I think we have here a circumstance a little bigger than the 
Trump issue. It strikes me that the major issue of our times relat- 
ing to banking, the Federal Reserve Board and Comptroller as well 
as the New York Superintendent of Banking, is what is the future 
of big banks; where are they going to make money? 

In the 1970’s a lot of paper profits were made by loans made 
abroad with sovereign guarantees. It appears probable that the 
Trump issue involves only a personal guarantee on his particular 
loans. With regard to the collateral in the LDC lending, it was 
more difficult to attach Brazil than, say, 100 acres of farm land. 

With Trump, it is not clear w T hat the collateral is. Maybe it will 
be some gambling roulette wheels. 

The point I raise is big banking appears to be stretching for cus- 
tomers. Some traditional customers have left and now use the com- 
mercial paper market or other kinds of commercial debt instru- 
ments. That raises the question of whether the large banks are 
adequately capitalized. It also raises the question, in the event of 
an emergency, is there enough cushion. All of a sudden that emer- 
gency is no longer theoretical. It appears that the economy which 
was pointing towards no growth or possibly a recession of mild sig- 
nificance, may now be confronted with an oil shock of rather dra- 
matic dimension. With regard to banking there may be some domi- 
noes that are going to begin to fall due to $7 or $8 billion in Iraqi 
debt that can’t be repaid largely to, I guess, Japanese and Western 
European banks. The United States banks have about a half billion 
dollars in Iraqi debt. 

But it also raises a little bit of the lessons of the 1970’s when 
large banks recycled petro dollars that appeared at the first in- 
stance to be profitable. 

Are w r e going to repeat that? 

Most importantly, are large banks well enough capitalized to sur- 
vive the kind of emergency that seems to have surfaced? 
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Would you care to comment on that, Mr. Clarke? 

Mr. Clarke. Mr, Leach, in order to determine whether a bank is 
capitalized well enough to sustain an emergency, you have to 
define the emergency. I would say as a general proposition, howev- 
er, the large banks are generally well capitalized, even after having 
taken, in many cases, some very substantial charges to earnings 
and equity capital in order to build up loan loss reserves for real 
estate loans. Obviously, there are some exceptions. As a general 
proposition, there is a lot of equity capital still in the large institu- 
tions. 

I think the question you raised initiallyabout the future of big 
banks is really quite relevant. I would say it is more than just big 
banks. I would say it is the future of banking in general. 

For all the reasons you very accurately articulated, a major 
thrust of how we keep the banking system safe and sound has to be 
reforming it in such a way that banks can diversify their earning 
sources and their investment opportunities. Simply because banks 
have been deprived of some of their traditional sources of earnings 
is no excuse for their going out and getting overconcentrated in 
bad loans. 

But, I do think the temptation is there since the universe of prof- 
itable investment opportunities for banks has been shrinking. This 
is an issue that has to be addressed and, as you know, has to be 
addressed for the most part by the Congress. 

Mr. Leach. That is a possibility, although I must say it is ironic 
that the institutions which seem to be making major mistakes are 
the ones you suspect will make more money by getting into more 
fields that are relatively competitive. It doesn’t mean we shouldn't 
move in that direction, but it does raise some questions. 

Let me ask Mr. La Ware, it appears one aspect of the Iraqi inva- 
sion in Kuwait relates to political sovereignty. Another aspect, it 
has been described as a bank heist. What ramifications has this for 
international banking? Are the Kuwaiti banking assets being taken 
by Iraq of rather substantial dimension, and are they leaving there 
any liabilities for others to take on, such as publics? 

Mr. LaWare. I am not sure I follow your question. 

Mr. Leach. Kuwait is a substantial banking center with enor- 
mous assets. The taking over by Iraq of Kuwait takes over a lot of 
those assets. 

Mr. LaWare. A lot of those assets, while they are booked in 
Kuwait, really represent investment elsewhere. For the most part 
those investments have been frozen, as you know, until there is a 
clear-cut outcome of this event. I won’t venture to speculate on 
what that final outcome will be, but clearly that could have been 
one of the possible motives of this action. 

Mr. Leach. Let me ask you to comment on Mr. Clarke’s assess- 
ment that large banks are very well capitalized. 

As you know, there is a reference to the General Accounting 
Office. The General Accounting Office believes money center banks 
should write off substantially more of their LDC debt obligations. 

Another aspect of the Kuwaiti issue is that it appears that for 
non-oil producing LDCs, an oil shock is going to be rather disadvan- 
tageous, perhaps more than for the United States. That implies 
that lending to those countries may become more dicey. That could 
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have serious ramifications for the banking system. Obviously loans 
to Mexico and Venezuela look a little better, but those to Argenti- 
na look a little bit worse. 

Do you see any ramifications of that for the large banks. If they 
have to write off more of their LDC loans, do they have any capital 
of any great significance? I would simply stress, coming back to the 
word “well capitalized/' that your smaller banks have substantially 
higher capital ratios. The case suddenly might well be reversed. 
Large banks should prefer to have more capital than small banks, 
instead of the old assumption that because of diversity of their 
lending the large banks needed less. 

Have you given that any thought? 

Mr. La Ware. I think the disillusionment with sovereign guaran- 
tees is probably pretty general after the experience of the last 10 
years. 

I do agree with the Comptroller that banks — the large banks 
today are by and large better capitalized then they were when this 
LDC crisis began to emerge, Not only in terms of nominal capital 
on the balance sheet, but because they are better researched. 

There have been two rounds of major reserving by the money 
center banks, and the regional banks by and large have reduced 
the — have reduced the amount of their exposure to a de minimis 
level. I can’t, with any kind of a sense of responsibility, speculate 
on the effects of the oil shock to the LDCs, because at this stage of 
the game it is hard to figure out what the duration is going to be. 

If there is a quick solution to the thing, obviously the impact to 
us, as well as everybody else, will be minimal. But if it is a pro- 
longed one, then it is going to be 

Mr. Leach. I appreciate that. The Chairman indicated the Mi- 
nority's time has expired. Let me just make a couple quick com- 
ments. 

First, even though the Chairman of the Federal Reserve Board 
came in as a fairly stark deregulationist, I think he is to be com- 
mended for giving increasing attention to the capital issue. 

Second, as Comptroller, Mr. Clarke has received a great deal of 
criticism, but my own guess is that given the overbuilding in some 
of the coastal areas, particularly the New England and East Coast, 
the Comptroller’s policies have probably saved more people from 
bankruptcy than they cost. 

The fact of the matter is if you build in overbuilt markets, the 
likelihood of coming out of that is pretty weak. And so there is 
reason for a tough policy. As much as it makes people uncomfort- 
able today, it gives some a little bit more chance to come out of it 
tomorrow. 

I think the Comptroller’s policies and the Chairman’s policies are 
in the right direction. I would only add that I think unfortunately 
for money center banks, it looks as if the real estate phenomena is 
going to continue to be difficult. California bank lending is heavily 
in real estate. New York City is heavily in real estate. 

New York City is an international banking center, but also a re- 
gional banking center. To have 16 percent occupancy or vacancy 
problems is very serious, and 16 percent could go higher given the 
social and tax problems of the State of New York and the city of 
New York. 
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I think these are concerns the Federal Reserve Board is going to 
have to bear well in mind. Despite the drop in value that has been 
registered in recent weeks of the stock, of a number of large money 
center banks, there is no excuse for not insisting that greater cap- 
ital be raised the old fashioned way, if not through earnings then 
through equity offerings. 

I would Finally conclude with the observation that one of the 
least understood aspects from the banking community’s perspective 
of equity, as contrasted with preferred debt offerings, is that pre- 
ferred debt normally pays a higher interest rate than deposits, and 
it makes profitability less, rather than more, likely. So it is real 
capital, not preferred debt capital, that I think the Federal Reserve 
Board and the Comptroller ought to be particularly concerned with 
today. 

I understand that Mr. Clarke has to stress confidence in the 
system, but my own sense is that American commercial banking in 
general is in pretty decent shape today, but in the coast and money 
center banking, it is not. It is up to all of you as regulators, and 
just as businesses that find themselves in a weaker climate are re- 
quired by banks to raise more capital, to require stronger and more 
capital as well for banking. 

You are moving in the right direction, but it is quite possible 
those movements ought to be accelerated at this time. 

Thank you. 

The Chairman. Mr. Schumer. 

Mr. Schumer. Thank you, Mr. Chairman. Thank the regulators 
for being here. 

Let me say I guess my view is a little different than some of the 
views that have been offered here. I think while the regulators cer- 
tainly should be on top of all of these kinds of problems, that fun- 
damentally, if something is wrong in the banking system, to ask 
the regulators to deal with all of it is virtually impossible, unless 
you have a regulator poring over each deal. It is sort of the same as 
if you had a cop on every corner there would probably be no street 
crime, but we don’t have the ability to do that. 

If we had a regulator sitting in on every deal, you probably 
wouldn’t have any problems, but that is not going to happen. 

I look at the bank industry itself and say what is going wrong. 
That is my first question to the gentlemen. 

Let me ask Mr. Clarke. We have seen what seems to be a herd 
instinct taking more prominence in banking. They do all these dif- 
ferent types of loans, but there is too much of each one. That didn’t 
seem to happen 30 years ago or 20 years ago the way it does today. 
Is that perception or is that reality? And why is it happening? Why 
is it that whatever the latest trend is, banks seem to be investing 
in too much, whether it be real estate, Third World debt, junk 
bonds, or whatever? 

Mr. Clarke. Mr. Schumer, I think it is due to a combination of 
factors. It goes back a little bit to the discussion Mr. Leach and I 
were just having. Banks are under pressure for earnings. The 
larger banks have publicly traded stock. Investors are after them 
every quarter wanting to know what the bank did for them. There 
is a lot of pressure to get the earnings up. When something comes 
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along that offers fee income or higher interest rates, there is a 
temptation to invest in that because it will produce some revenue. 

Mr. Schumer. In a private business I wouldn’t mind that at all. 
It is when there is Federal insurance there we have to really worry 
about this. 

Mr. Clarke. The point is not that there is that temptation out 
there, but how that temptation is controlled. The business of bank 
management is to take and manage risk, and there is nothing 
wrong with availing yourself of some of these opportunities as they 
come along. The problem is, as you suggest, that they overdo it. 

You also have to look beneath the surface to tell if somebody has 
overdone it. You could have two banks of equal size with highly le- 
veraged transaction portfolios of equal size. One could have a very 
highly diversified 

Mr. Schumer. I understand. 

Mr. Clarke. The other with the same aggregate volume of HLTs 
could be heavily concentrated and have the bank very much at 
risk. A lot of it gets back to how you manage 

Mr. Schumer. You have said the management is more difficult 
and with poorer results today than it was years ago. 

Mr. Clarke. In some cases, it is poorer. I don’t know that I would 
say management results are poorer, but I would agree manage- 
ment is much more difficult. 

Mr. Schumer. Let me ask you a general question. Is it unusual 
for — let me put it another way. Is it — generally would it be regard- 
ed as very bad practice, when a certain individual has several bil- 
lion dollars in obligations outstanding, for institutions as an aggre- 
gate to lend him another $400 million unsecured? I mean, isn’t 
that just beyond the pale? 

Just take a general case, we are trying to learn how this is. I am 
not mentioning anybody’s name specifically. It just strikes me that 
when someone has been in the middle of business and having all 
sorts of borrowing and lending on this institution, that institution, 
and all of sudden he needs money and says give me $400 million, 
unsecured, after these billions of dollars of secured debt, that it 
ought not to be done. 

Mr. Clarke. There is one very important factor not specified in 
that hypothetical: the financial condition of that borrower and the 
various entities that that borrower may be seeking the money for. 

Mr. Schumer. Would you be very, very careful if you were a 
bank manager before you would do that? 

Mr. Clarke. Sure would. 

Mr. Schumer. Would you, Mr. LaWare? 

Mr. LaWare. Certainly. 

Mr. Schumer. Are all bankers that careful? 

Mr. LaWare. It becomes — there comes a time in a situation such 
as you describe, in a hypothetical situation such as you describe, 
where the judgment has to be made by putting some more money 
in now are we protecting what we already have there? 

Mr. Schumer. I would put it another way. In other words, in 
that situation does the debtor have the banker over a barrel and 
forces them to make bad decisions? 

Mr. LaWare. They are not necessarily bad decisions. 
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Mr. Schumer. But he may have them over a barrel. They are 
less bad decisions, but still not very good decisions. 

Mr. LaWare. I don't agree. I wouldn't characterize all those deci- 
sions as bad decisions, because in many cases they work out to the 
bank's advantage and eliminate the possibility of a loss where the 
failure to make additional advances at a certain point might have 
resulted in loss. 

Mr. Schumer. When you see somebody is getting this kind of 
large, huge sums of money in an unsecured way, then you know 
that something or someone may be in trouble, I guess that is a fair 
thing to say. 

Mr. LaWare. That is fair, just on the face of it. 

Mr. Schumer. I am just asking a very hypothetical case here. 

Why didn't we know more about trouble or why didn't banks — 
and I guess in this case, regulators, know more about potential 
trouble in real estate — two specific cases — I don’t mean specific in- 
dividuals but with two things: 1986, the tax laws changed dramati- 
cally, dramatically, so that real estate would be less attractive in- 
vestment and particularly tax-driven real estate, and yet real 
estate lending from banks went up after that. 

More specifically, in 1989, when vacancy rates were already 
climbing, not just in the costal areas, but in large, large parts of 
the country, commercial banks increased their real estate portfo- 
lios rather significantly, compared to commercial or other kinds of 
lending. 

Why didn’t either the changes in the tax laws in 1986 or, even 
more directly, the large vacancy rates in 1989 just send a signal 
that went out to, signal that went out to bankers that said slow 
down? 

Mr. LaWare. 

Mr. LaWare. I am sure that it did to many bankers. 

Mr. Schumer. But overall commercial lending went up, I think 
doubled. 

Mr. LaWare. A lot of that is commitment. You make a commit- 
ment, perhaps in 1988, or 1987, to build out a $200 million project. 
The completion of which is not scheduled until perhaps 1990 or 
1991, and for a bank to renege on a commitment like that 1 year 
into the project would be a breach of contract. 

Mr. Schumer. Well, I only know about house — directly. 

Mr. LaWare. Houses take a little bit less time. 

Mr. Schumer. I understand it takes less time. But oftentimes you 
will find a bank, there is a contract and then there is a closing. 
And if circumstances change with the potential mortgagees’ situa- 
tion between the contract and the closing 

Mr. LaWare. In all due respect, I think any bank that reneged 
on a large project like that in midstream 

Mr. Schumer. They are not in midstream. 

Mr. LaWare. They make the commitment in 1987 when the 
market is all up and everything is find. 

Mr. Schumer. And they have already signed and closed. 

Mr. LaWare. In 1989, it may only be half way finished. 

Mr. Schumer. I understand that, but what it showed in 1989, 
they actually — commercial real estate, commercial construction, 
new commitments, went twice as fast as regular business lending. 
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Something is wrong when vacancy rates are so high. This is not on 
stream. This is new stuff. 

Mr. LaWare. In many of those cases, though, that is a general 
statistic. 

In many of the cases where real estate was deteriorating rapidly 
in the latter part of 1989, the vacancy rates were still well below 
the national average. Today in Boston, which is the heart of one of 
the major problems, the commercial office vacancy rate is still 1 
percent below the national average. 

Mr. Schumer. That doesn’t mean if you were a bank you would 
lend to new commercial ventures? 

Mr. LaWare. No. 

Mr. Schumer. Thank you, Mr. Chairman. 

The Chairman. Mr. Parris. 

Mr. Parris. I have been a Member of Congress off and on now 
for 18 years. Service on this committee has become increasingly an 
exercise in frustration. I know you gentlemen must share some of 
that. 

Just before your testimony began, I received a call from a con- 
stituent in Northern Virginia in the development business. He 
said, quote, you have got to talk to the regulators. Bank examiners 
are killing the economy. There isn’t any credit out here and the 
markets are in a free-fall. This is a death spiral. This is a half hour 
ago. 

It is a painful time, Mr. LaWare, and this morning’s newspaper, 
it says, D.C. area banks feel the strain in troubled real estate 
market, troubled loans rise for banks, and so forth. 

I have talked to Mr. Clarke, and he has been most generous in 
his time. Many of us have, as well, talked to bankers. 

You are correct. They have tightened the standards, obviously. 
But many involuntarily have done so, we are told. Bankers in 
Northern Virginia tell me that some of the bank supervisors have 
a dramatically different attitude now than they had just I the 
recent past. 

And even current performing real estate loans are being re- 
quired to be reserved by the supervisory people. Therefore, earn- 
ings are declining. The management is badly reflected, and so 
forth. 

You gentlemen know all this. The problem seems to be many 
banks have assumed a risk adverse posture. That is what Mr. Schu- 
mer and I were talking about earlier in the opening remarks. 
Somehow banks have got to do something except issue certificates 
of deposit. And if that is all they are going to do, then I think we 
are in deep grease around here as a Nation. 

And I throw one more thing at you and I just have one question. 

It has been an interesting discussion, but I don’t know that we 
are solving any of the problems this morning. 

In a recent oversight hearing, we explored the $5 billion obliga- 
tion. Statement was made and this is generally advised to you, Mr. 
Philbin, as a New York State official, statement was made by the 
California banking authorities that even though the plan’s capital 
requirements are unfunded, and that is the reason why the office 
of thrift supervision has said, because employees don’t have any 
rights and they don't have any rights to withdraw their own contri- 
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butions, they are restricted; they are constructively held in trust by 
the State of California. And when California was recently faced 
with a budget crunch of about $4 billion, they did not contemplate 
using the employee contribution funds, and would not do so in the 
future, but they are unfunded. 

It is the State of California’s money. That is the same theory 
that sovereigns don’t default on LDC loans. Is it Brazil or Argenti- 
na that has 13 billion that interest is not being paid? Isn’t that ba- 
sically the same consideration? Doesn’t that exacerbate the exten- 
sions of credit? 

I share some of the confusion and frustration of the gentleman 
from New York, Mr. Schumer. I am kind of worried about all this 
and I don’t know what to do about it, and I don’t know that, frank- 
ly, that you gentlemen — and I don’t mean this in a critical way — 
have come up here with a blueprint — not just this morning, but 
with a blueprint that says here’s our problem, here is what we do 
about it, one, two, three, four, five. 

And we are just not very good at that, gentlemen. 

Politicians don’t see the light until we feel the heat and then it 
is too late. Is that where we are getting to in the delivery of finan- 
cial services in this Nation? If it is, I implore you to be more direct 
in your comments to us, because we can’t let what we all know 
about the S&L situation spill over or pour over into other areas. I 
think some of all that is evidenced by the comments this morning. 

My real and only question to you, gentlemen — I appreciate your 
comments and it is perhaps overly general, but is there a real pur- 
pose being — continuing to be served by giving banks the option to 
chose the easier regulatory system? Have we out lived the dual 
banking system? Are we getting to that point?- 1 am sure Mr. Phil- 
bin doesn’t want to see the governor of New York send everybody a 
pink slip. Is the dual banking system — the situation the Chairman 
alluded to is cause for some heartburn, I think, and that is a result 
of the dual banking system. 

Have we gotten to the point we need to examine banking powers 
and the regulatory system itself? Are we there yet? 

Mr. Clarke. 

Mr. Clarke. I will be glad to take a stab at that. I think the dual 
banking system has provided some very important benefits for this 
country. ThelStates have been the place where a lot of the innova- 
tion in banking has taken place. 

You might quickly come back and say there has been too much 
innovation and that is what caused many of our problems. I readily 
acknowledge the possibility that State chartering authorities could 
allow banks to do things that perhaps should not be funded with 
federally insured deposits. 

There is a way to control that. There has been too much blame 
passed to State chartering authorities without recognizing that the 
Federal deposit insurance system has the ability to step in and say 
to the States that their banks are not going to be insured if they 
engage in certain activities or they will not be insured unless they 
condcut those activities in a particular wa>\ The FDIC has consid- 
ered doing this with regard to direct investment in real estate. 

I think there are some benefits to be derived from the dual bank- 
ing system. But I agree with you that the benefits should not in- 
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elude being able to escape to a softer regulatory system. Having a 
Federal scheme that can override authority granted to State char- 
tered banks through the denial of deposit insurance is appropriate. 
But I do think it is important to have a dual banking system, at 
least for the time being. 

Mr. Parris. Mr. Philbin. 

Mr. Philbin. Thank you. 

I would like to respond to that, or comment on it, because it is of 
particular importance to us in New York. 

I think that the history of the dual banking system, as Mr. 
Clarke indicates, has been on balance, terribly successful in this 
country. The roots go back to the Federal system and as such it has 
been a very dynamic part of the fabric of the economic growth of 
this country. 

I think there is probably a misconception about regulator shop- 
ping or the idea of trying to get an easy regulator or an accommo- 
dating regulator. 

Certainly with the regulators that I am familiar with — and I am 
speaking very broadly of this idea, we have a reputation, if any- 
thing, of being a very aggressive and a very strict regulator. There 
may be somewhere in the system a weakness, and that weakness 
could be addressed. 

It seems to me that in tackling the regulatory structure in the 
country, dual banking system is not perhaps where time would best 
be spent. I would suggest that a rationalization of the Federal 
structure in some manner making it more efficient in terms of the 
various Federal supervisory agencies might be a more profitable 
exercise. The dual banking system I think has stood the test of 
time and has demonstrated that it has been very fruitful for the 
economic development of this country. 

Mr. Parris. I thank you. If you have anything more to add Mr. 
LaWare — let me add for the record, Mr. Chairman, I hope my ques- 
tion is not interpreted by the Association of State Banking Cham- 
bers as advocating the immediate elimination of dual banking 
system. That is not my purpose. 

I will say to you gentlemen, I think this committee will examine 
the restructuring and the status and posture of Federal insur- 
ance — deposit insurance and reform thereof. 

I hope we do that in the near term in the next Congress. I think 
the the Chairman’s shares that point of view with me. I hope we 
are capable of doing so. 

Thank you. 

The Chairman. I announced earlier that we would begin to have 
hearings this next month on the Deposit Insurance System and in 
the interim, we will have some — at least speaking for myself, I will 
have one specific bill that I hope we can have ready by the time 
the Congress reconvenes in September. 

Yes, I believe Mr. Clarke had a comment. 

Mr. Clarke. I wanted to make one response to Mr. Parris' com- 
ment. I am delighted you are going to begin to look into the idea of 
restructuring again. We have talked about that a lot, but I think it 
has become very appropriate to move it to the front burner. 

I think it is also important for everybody to remember that there 
is, as the Congress mandated, a deposit insurance study underway 
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administration are also participating in that. It is my hope that 
there will be some specific things coming out of that that can be 
recommended to the Congress. I want to make sure everybody 
knows we aren’t sitting around doing nothing. There is a very 
active effort underway to come to grips with some of these issues . 

The Chairman. Mr. Vento. 

Mr. Vento. Thank you t Mr. Chairman. 

I wonder if all of our problems could be solved through deposit 
insurance, Mr. Clarke? 1 don’t know that they can. 

I think your interpretation of the law passed in the early part of 
this century with regards to discussing some of these matters is 
very limited in scope, and I really — I don’t understand it because I 
think from the insurance standpoint, — from the franchise stand- 
point, from the public policy standpoint that some of these ques- 
tions ought to be part of the public debate, public scrutiny. 

I don’t believe in this sort of view of special culture of bankers 
are some how immunized from public accountability and scrutiny. 
But nevertheless, I guess you are going to persist in that particular 
view. 

It boggles my mind that these banks that have loaned billions of 
dollars to a single individual could go forth and give him $400 mil- 
lion more when there is no collateral remaining or very little col- 
lateral remaining and put in a position to manage these substan- 
tial loans and assets, all of which, of course, reflect back in those 
institutions and insurance system and perhaps the entire economy 
of that area, without any public or limited public involvement. 

If he marches forward and makes a big profit that is great, but 
he is gambling with what I would interpret a lot of public dollars 
behind him, and insurance that he doesn’t own. 

The free enterprise system in this country you hear all these 
speeches about it, but everyone, it seems, is very quick to cover 
themselves with a blanket and Federal insurance as tightly and 
significantly as they can. 

Frankly, I would think as regulators there would be more of an 
interest in discussing this issue so when we do come time to make 
decisions about this we can have all of the issues on the table and 
in part public debate but that isn’t going to happen today because 
of your insistence on the limitations, I think, you must place on 
yourself, and you end up placing on us . 

But with that said — Mr. Chairman, and Mr. LaWare, you com- 
ment in your paper about the substantial growth of real estate 
loans in this decade of the 1980’s, in terms of bank assets. 

Can you give us a little more quantitative information on that as 
what portion of those real estate loans are commercial or residen- 
tial? Could you give us any further detail on that? 

Mr. LaWare. The total is just under $800 billion . 

Mr. Vento. This is nationwide? 

Mr. LaWare. Nationwide. And just under $300 billion of that is 
commercial. It is about $280 billion is commercial. 

Mr. Vento. The remainder is residential ? 

Mr. LaWare. The remainder is residential, one to four family, 
mostly. 
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Mr. Vento. By region, do you have any insights? Apparently we 
are focusing on the northeast region today because of some of the 
problems that have occurred. 

Can you give us any insight into the regional differences that 
exist here with regards to this? 

Mr, LaWare. New England, if you look at total real estate lend- 
ing in New England, it is probably the highest of any region in the 
country. 

And partly that is due to the fact that there are a large number 
of mutual savings banks in New England whose prime asset is real 
estate loans. But historically, the —historically the banks in New 
England have always been very active on the real estate side, both 
commercial and residential. 

Let me see if I can bring out — in New England the commercial 
and savings banks had as of the end of March, total assets have 
$290 billion , of which 1 to 4 family real estate loans were $131.5 
billion . So that is almost 40 percent of the total assets of the New 
England banks . 

Mr. Vento. In other words, it is about the same, isn't it as you 
have on the nation figure? 

Mr. LaWare. The national figure is about 24 percent or 25 per- 
cent. And that is up for commercial banks from abut 15 percent 
just 10 years ago . 

Mr. Vento. The — do you, Mr. Clarke or Mr. LaWare, is there 
any classification of the size of the types of commercial loans to en- 
tities that is undertaken in terms of review of banks? 

Mr. LaWare. I don't have that kind of breakdown in front of me 

Mr. Vento. Is there any examination of it? 

I realize you don't have that. You don’t want to bring that along 
because that may prompt other questions that you may not to 
answer. I am being facetious. 

Mr. LaWare. The largest bank in New England is the Bank of 
Boston with, roughly, $30-odd billion of assets and I assume they 
have $6 billion of capital and they would be limited to the — the 
largest loan would be 10 percent of that . 

Mr. Vento. My question is — of course, I understand the 10 per- 
cent rule. 

We got a little familiarized with that in terms of the S&L situa- 
tion, in writing the regulations than rather assuming some one was 
going to go take care of it. After we wrote it there were certain 
modifications made of it by the administration. 

Is there any monitoring of the large loans made with its commer- 
cial entities or real estate or otherwise that approximate that 10 
percent? Is there any special attention paid to these? 

Or are they given— what do you do? What does the Federal Re- 
serve Board do, what does the controller do when you have these 
large loans that can severely impact an institution like Citibank or 
like the Bank of Boston? 

Mr. LaWare. The examination process always targets in on large 
exposures and they are looked at almost on an individual basis in 
each examination. 
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Mr. Vento. Mr. Clarke, for a non-performing loan in this par- 
ticular category, what is the involvement of the regulator when the 
restructuring of those types of loans would occur? 

Is there any special role of the regulator plays in this instance 
for these large loans? 

Mr. Clarke. You mean do we get involved in the actual restruc- 
turing of the loan? 

Mr. Vento. What type of monitoring do you do? I don't want to 
say involve because you may interpret that differently than I. I am 
asking what your role is when you have restructuring or default on 
those loans, how do you classify them , what do you do? 

Mr. Clarke. We evaluate a bank's loan portfolio in the ordinary 
course of business. If we go into the bank and find it has a large 
loan that has some deficiencies, depending on what those are, the 
loan may be classified and we may require the bank to charge off 
part or all of it. We may require it to be placed on non-accrual. It 
depends on the facts. 

If the bank, after having recognized that problem itself or decid- 
ing to recognize it after we identify the problem, decides to restruc- 
ture the loan, the bank restructures that loan on whatever terms 
and conditions will cause it to lose the least amount of money. Gov- 
ernor LaWare indicated earlier that is part of the business of bank- 
ing to figure out how to size up a troubled credit and do something 
with it that will preserve as much of the value as possible. The 
next time we review that bank we will look at that loan in its re- 
structured from. If we think it has deficiencies, we will call those 
to the attention of the bank and require the same kinds of things if 
appropriate. 

Mr. Vento. Are you in a position to, in fact, limit the type of 
terms or conditions that, in fact, are imposed on that particular 
loan or the renegotiation? 

Can you stop that? 

Mr. Clarke. We can determine after the fact that a loan is 
unsafe and unsound and require the bank, as I said earlier, to re- 
serve against it, to charge off part or all of it. 

Mr. Vento. So you have examined, I suppose — how long a time 
period are we talking about here after these events occur? Are we 
talking about weeks, months, years? Is it just part of the regular 
examination, or is there a special monitoring that goes on in terms 
of these types of mega loans? 

Mr. Clarke. It can be either. It depends, once again, on the 
bank. If the bank is a bank that is in weak condition, if it's a bank 
that we are spending a lot of time in because we are concerned 
about it, if it’s one of our multi-national banks or large regional 
banks where we have a more continuous examiner presence, then 
it may be looked at rather frequently. 

Mr. Vento. So, I mean, the point is if there are any deals that 
have been struck of the magnitude that have been the cause cele- 
bre today, then we can assume the regulators have actually put 
their stamp of approval on this. 

Mr. Clarke. No, you cannot do that. 

Mr. Vento. You don’t want to take credit for that? 
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Mr. Clarke. I think it is very important, Mr. Vento, to remem- 
ber that commercial banks are not public utilities. They are pri- 
vately owned institutions, and they are run 

Mr. Vento. They have a franchise that is granted by the nation- 
al government. They have Federal insurance. They are part of the 
monetary system, so they are regulated, I assume. 

Mr. Clarke. That is correct, hut they are managed by people 
who are paid by the shareholders to run the institution, and they 
make the decisions about how to restructure these loans. We have 
the luxury of being able to come in after the fact and criticize those 
decisions. 

Mr. Vento. Let me yield to the Chairman. He is very anxious to 
get in on that statement. 

The Chairman. Yes. I think you made a very important point 
here, and that is the point of view. 

The U.S. laws in chartering banks say a bank is chartered for 
public need and convenience so that we are not here for the con- 
venience of the bankers. 

We realize that the comptroller is a creature of the banking in- 
stitutions because you are not funded by appropriated funds from 
the Congress. 

You are funded through the fees you exact of these very same 
banks you are overseeing. And when somebody tells me that a 
bank is afraid of OCC examiners, I find it very hard to believe. Be- 
cause in any arrangement of this nature, time after time I have 
seen comptroller after comptroller come before this committee and 
essentially say that. 

And I think we ought to remind everybody that a bank is char- 
tered for public need and convenience, and that is exactly what the 
gambling commission in New Jersey has just announced. That the 
public need to know exceeds this business of secrecy involving that 
particular transaction. 

Mr. Vento. Certainly Mr. Clarke would like if I could contin- 
ue — 

Mr. Clarke. I don’t disagree with your point that banks serve a 
public purpose, and I don’t disagree with Mr. Vento’s point that 
they are backed up with a Federal deposit insurance system that 
gives them certain advantages. But the fact still remains that 
banks are run by private sector boards of directors and managers 
subject to government supervision. As a consequence, we don’t 
make the management decisions for those institutions, and I don’t 
think you want us to make the management decisions. What you 
want us to do is supervise the way that management performs, 
point out deficiencies in the way they perform, and require banks 
to adhere to prudent practices and to provide accurate portrayals 
of their financial condition. And that is what we do. 

Mr. Vento. Well, Mr. Chairman, Mr. Clarke, I realize that there 
has to be a balance here, but I think that implicitly if you have 
institutions with problems and you are reviewing negotiations, you 
are requesting reserves, you are, in other words, implicitly putting 
your stamp on these types of arrangements after the fact with, I 
guess, limited amount of knowledge by the very nature of the regu- 
latory process. 
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But we all hope it’s the right information, but we hope that you 
will look at this type of arrangement very carefully. 

I might add, Mr. LaWare, in your statement you talk about the 
atmosphere of deregulation in the early 1980’s led to budgetary 
pressures in some agencies and in some instances to less superviso- 
ry oversight. 

I don’t know that the Federal Reserve Board was subject to that, 
were they? 

Mr. LaWare. No, we were not. 

Mr. Vento. Of course, you are not operating on appropriated 
funds. I think that arguably Mr. Clarke would say he might have 
been limited in terms of the funds that he had available. I don’t 
know, by virtue of the fees permitted by someone. 

Were you arguing that you were limited, Mr. Clarke? 

Mr. Clarke. No, we were not limited in our ability to generate 
funds. The only limitation that we had previously was on our abili- 
ty to pay our employees. You all took care of that for us. We are 
very grateful for it. 

Mr. Vento. We all like to look at parity between these different 
supervisors if we only know what they receive, but apparently that 
is additional information-that we don’t want to make public under 
the 1905 law, Mr. Chairman, or some such statute. 

Well, Mr. Chairman, the other question I think that is of interest 
to Members, I think in the context of Mr. LaWare’s remarks, I 
cannot find it now, but you point out the RTC’s inipact in terms of 
the real estate market. Is that just a suspicion that there is a 
shadow of real estate owned properties that is hanging over the 
market here? 

Mr. LaWare. No. It’s quite a significant number. 

Mr. Vento. In some regions. 

Mr. LaWare. Tens of millions of dollars. 

Mr. Vento. I think the real estate owned right now is about 10 
percent of their assets, which is about between $15 and $20 billion 
tops, in terms of the marketplace nationwide. 

Of course, in some regions, it may be severe. I don't believe it is 
in the northwest, as an example, is it? 

Mr. LaWare. No, it’s not evenly distributed over the country as 
a whole. New England, for example, would have less of it than 
would Texas and the Southwest, but in looking at the effect of the 
overhang on the prices in the market, you cannot look at just what 
has been intervened and taken over by the RTC. 

You have to look at the whole pot of assets that they are eventu- 
ally going to have to process because that is what has the dampen- 
ing effect, 

Mr. Vento. Well, Mr. Chairman, I just would point out that 
during the arguments over who should pay the fees in terms of 
these, that there was a lot of discussion about the involvement, the 
amount of involvement that comes from other regulated institu- 
tions and that they shouldn’t be, but if the RTC is going to hold 
these properties. 

And I have been a big advocate of them getting rid of it because 
I think they are degenerating, that the properties are losing value, 
and I think this overhang may be a lot worse, frankly. 
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I think the market could easily absorb whatever real estate 
owned properties the RTC has, as well as the commercial or other 
types of mortgage paper, and they have been dragging their feet, 
quite frankly, for a lot of reasons. 

I just think that — but as we begin to talk about managing it to 
somehow help the overall picture, I think then the question is 
where the fees come, where income can be raised should also be re- 
examined in terms of insurance fees. 

Just one last comment, Mr. Chairman. We are about to receive 
the testimony from Mr. James McDermott, and I would just call 
my colleagues’ attention to the nonperforming asset percentage of 
reserve plus equity on the last page of his testimony where he 
points out in the Northeast. 

And I don’t know that he separates money center banks from 
other regional banks, but that the nonperforming assets versus per- 
centage of reserves plus equity has gone from 23 percent in June of 
1989 to 46 percent in June of 1990. 

So it has doubled. So I would — is there any surprise to that, Mr. 
Clarke? Is that what is going on? Do you agree with that number, 
or do you have to examine the chart to answer it more definitively? 

Mr. Clarke. As to the amount of real estate lending? 

Mr. Vknto. No, the nonperforming assets as appears age of re- 
serves plus equity has gone from 23 percent from June of 1989 to 
June of 1990. 

I will share that with you. 

Mr. Clarke. I would be glad to check on that. 

Mr. Vknto. Or look at it before we have another round. It obvi- 
ously indicates a very severe problem. 

Mr. Chairman and the Members have been very generous in per- 
mitting me to go a couple extra minutes. 

Thank you. 

The Chairman. You might wish to submit that part of the testi- 
mony that we will hear after the witnesses for the record to Mr. 
Clarke. 

Mr. Kanjorski? 

Mr. Kanjorski. Thank you verv much, Mr. Chairman. I nave to 
agree with my friend, Mr. Parris from Virginia. I haven t served in 
Cong ress nearly as long as he has, but am I supposed to leave here 
with the understanding that our banking industry is in fairly good 
shape, we have nothing to worry about, and certainly the Congress 
has no responsibility to do anything at this point; or am I missing 
something here? 

It seems to me, Mr. Clarke, that I have seen you indicate on tele- 
vision that the $100,000 deposit insurance limit is not the cause of 
any problem either in the S&L or the banking industry and yet on 
the other hand, quasi admission officials such as Ed Rollins, who 
we are all familiar with, seem to indicate that the S&L disaster 
was caused by the fact that we went to the $100,000 insurance level 
and that therefore the S&L disaster was the responsibility of Con- 
gress. 

Could you give us some insight on that beyond taking the 18 
month or 2-year deposit insurance study that we are talking about? 

Mr. Clarke. It seems to me that while the existence of Federal 
deposit insurance facilitated the ability of some of the thrift insti- 
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tutions that we are now having to pay the price for to grow very 
rapidly, it’s not deposit insurance itself that was the culprit. 
Rather it was what the institutions were allowed to do with their 
federally insured deposits, that those deposits were not backed by 
capital, that the institutions were not supervised properly, and that 
they weren't closed when they became insolvent. 

Mr. Kanjorski. All right. On that point, since the Congress set 
the insurance amount, the regulators and the administration had 
the responsibility of supervision; is that correct? 

Mr. Clarke. That's exactly right. 

Mr. Kanjorski. So that the failure in the S&L industry was not 
the responsibility of Congress in setting the amount of insurance 
but the failure of the administration and the regulators to super- 
vise and regulate. Is that correct? 

Mr. Clarke. Well, it's not quite as simple as that. 

Mr. Kanjorski. Well, let’s try to find out so we simpletons out 
there who are going to have to pay the dollars know what we are 
paying for. 

Mr. Clarke. If you are going to increase the amount of deposit 
insurance and you are going to increase the variety of things that 
institutions that have deposit insurance can do with that money 
and not create a structure that at the same time protects those de- 
posits from abuses and improper investment, then I think that ev- 
erybody is in the soup together 

Mr. Kanjorski. Did the Congress fail to establish that type of 
regulatory agency? 

Mr. Clarke. It’s not a regulatory agency. It’s a regulatory struc- 
ture. 

Mr. Kanjorski. Did we fail to provide that regulatory structure? 
Mr. Clarke. I would suggest to you that at the time the thrifts 
were permitted to engage in a much wider variety of activities, 
which I incidentally think was a good idea, there was not at the 
same time, as part of that structural reform, the creation of mecha- 
nisms to preserve safety and soundness and to insulate the federal- 
ly insured deposits from risk. 

Mr. Kanjorski. All right. Now, I ask you in the banking situa- 
tion, has the Congress of the United States provided the structure 
that is necessary? 

Mr. Kanjorski. Can we leave here today and say, well, if the 
banks of this country start to fail and there is an economic reac- 
tion similar to the S&L economic reaction, we have done every- 
thing we can do because Mr. Clarke told us so, or haven’t we? 

And if we haven’t, will you tell me today or in writing as much 
as you can? Unlike Mr. Grey, who made speeches, I would like you 
to tell Members of this committee and the Congress what we 
should do to be certain we don’t revisit in the banking industry 
what we have just gone through in the S&L industry. 

Mr. Clarke. Number one, you need to insist on having strong su- 
pervision of financial institutions. 

Mr. Kanjorski. Do we have that? 

Mr. Clarke. Speaking for our agency, I hope so. We are making 
every effort to do that. 

Mr. Kanjorski. How about the Federal Reserve System and the 
FDIC? 
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In your opinion, have you examined the agencies of the Execu- 
tive Branch of Government that are responsible to do this and are 
they sound? 

Mr. Clarke. In my judgment, the Federal banking agencies are 
doing a good job supervising the institutions. 

Mr. Kanjorskl And the structure established is sufficient, is 
that correct? 

Mr. Ci*arke. It is sufficient. The question you asked me is wheth- 
er you can make some improvements in it, whether you can make 
it more efficient. 

Mr. Kanjorskl What can the Congress do by changing the law 
to improve this system? 

Mr. Clarke. I think that bears some thought. You have to 
decide, first of all, if you are going to change the structure of the 
industry. 

Mr. Kanjorskl Well, we are going to do what you tell us to do, 
Mr. Clarke. 

Mr. Clarke. That comes back to the conversation I was having 
earlier with Mr. Leach. I very much hope that at some point there 
will be some changes in the structure. 

Mr. Kanjorskl But that is to presuppose that we know more 
about this system than the bankers and the regulators do. 

I am going to concede that I don’t. I don’t think anybody who 
gets elected to mis Congress does. 

We rely on you to come forward and tell us what you need as a 
regulator, as a comptroller, what should be done. 

We rely on the bankers who don’t seem to show up here when 
we need them, but they do show up when the want additional 
powers, I take note of that, but they don’t seem to have come for- 
ward today and said they need anything. 

Now, I don’t know why you all feel that those of us who repre- 
sent constituencies out there have superior knowledge of the finan- 
cial industry of this country. 

You folks do. 

Now, what do you need? That is what I want to know. 

Mr. Clarke. At the risk of repeating myself, there is a compre- 
hensive study being undertaken at this time by the administration, 
headed by the Treasury Department, which is addressing many of 
these issues. It is expected to be completed by the end of the year. 
It is at that point that I would expect there would be some specific 
recommendations made to you all about how to change the indus- 
try. Once we know what kind of industry we are going to have 
after those changes have taken place, you can also at the same 
time address what kind of regulatory structure makes sense. 

Mr. Kanjorskl So is it my understanding that until that study 
and those recommendations come forward, there is nothing the 
Congress of the United States can do for the American people to 
protect their interests or their potential liability in the banking in- 
dustry because it is all being done and we are just waiting on this 
administration and these regulators to tell us what to do? 

Is that correct? 

Mr. Clarke. I think you can be using that time to inform your- 
selves as much as possible by having hearings, which you will be 
doing, as the Chairman indicated. 
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Mr. Kanjorski. We do that, Mr. Clarke, but you can’t disclose to 
us individual deals or what is happening. 

It is a rerun, in my mind, of the S&L thing. It is the same thing I 
heard 3 and 4 years ago. 

I wanted to call your attention to something. I amuse myself 
every morning now by reading two or three newspapers, and I pay 
particular attention to the advertisements on Certificates of Depos- 
it. 

They nowseem to be constantly now talking about 8.5, 9 percent, 
short-term, long-term CD’s, and again, and I go back 3 or 4 years, 
and I seem to remember rather than having bank names at the 
bottom of these ads that are there today, they used to be S&L 
names, many of which have now become famous. 

Then I pay attention when I watch the evening news to the 
prime rate, and I see where it is 9.5 or 10 percent, and yet these 
banks are paying 8.5 or 9 percent for money. 

It strikes me that that is scrambling for liquidity. 

Am 1 wrong there? Is there some new secret in banking that says 
you can make money in banking without having a 2 or 2.5 percent 
spread between what you pay for the money and what you lend it 
out at? 

Mr. Clarkk. The general rule of thumb is that you need to have 
a wider spread than that, but once again there are lots of facts 
about your hypothetical that we don’t know. 

Mr. Kanjorski. Well, have you noticed, as I have noticed, the 
tremendous amount of advertising in this country for CD’s? 

Doesn’t that indicate some lack of liquidity out there? 

Mr. Clarke. Not necessarily. 

Mr. Kanjorski. You mean there is no attention to what is hap- 
pening? 

We should just ignore that, that similarity to the S&L problem of 
3 and 4 years ago, there is no relationship between the two? 

Mr. Clarke. Once again, I think we are really getting off the 
target here. The advertising for certificates of deposit and the 
paying of rates on certificates of deposit are not what brought 
down the savings and loan industry. The important thing is what 
institutions are allowed to do with those deposits. 

Mr. Kanjorski. I realize that, Mr. Clarke. You are telling me 
you don't look at what the banks do until after the fact of these 
deposits. 

I am suggesting there are an awful lot of banks out there getting 
an awful lot of money advertising across the country for brokered 
funds or otherwise, just as the S&L’s did, and is it possible that 
these banks are scrambling for high-risk investments to make back 
some of the money they haven’t been making and should we take 
note of that or should we ignore it as a Congress? 

I am not an expert in the field, but I am revisiting something 
that happened 2 or 3 years ago in the S&L industry. 

It just seems so similar to me, that I just want to be assured by 
you, sir, that I have nothing to worry about. 

Can I go to sleep tonight and say my regulators are taking care 
of this, they know, and this similarity has no relationship, and 
there is no problem, I should pay attention to? 
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Mr. Clarke. The point you make about banks having such a 
narrow spread that they are really not making any money, that 
they are making it all up on volume, is a valid concern. That is 
why it is so important to have capital in these institutions. If some- 
one is silly enough to invest their own equity capital in an institu- 
tion and then go out and pay too much for money so that they 
have no spread and are losing money and thereby eroding that cap- 
ital, then you have created a powerful disincentive to do the kind 
of thing you are talking about. 

Mr. Kanjorski. But the Congress can't go out and examine 
banks, Mr. Clarke. 

We don't know how their capital is, what their capital is, wheth- 
er it is well stated. 

The only people I know in the government that have the author- 
ity to do that are the regulators. 

Your testimony today indicated to me there is no problem out 
there with capital in the banks. 

Is that correct? 

Mr. Clarke. As a general principle, the statement I made is that 
banks are well capitalized. There are banks, both big and small, 
that are not well capitalized. 

Mr. Kanjorski. Well, should we start telling the American 
people which ones these are? 

Mr. Clarke. As I said, there is publicly available information 
about those institutions. The ones that are publicly traded and sub- 
ject to the SEC reporting requirements publish their information, 
the audited financial statements, quarterly reports and interim 
statements. The smallest bank in the country is required to provide 
anybody who wants the information 

Mr. Kanjorski. You, as a regulator, send to me the top 100 
banks in this country and rate them, 1 to 10; 10 being the best, 1 
being the ones in difficulty, and give me an idea what I should 
watch out for so at least I can -tell my constituents what banks to 
deal with and where to put their money. 

Mr. Clarke. We are not in the business of rating banks. There 
are rating agencies that do that. 

Mr. Kanjorski. OK. 

Should we create authority for the regulators to rate banks? 
Should the Congress be doing that now? 

Mr. Clarke. In my judgment, you should not. 

Mr. Kanjorski. We should keep that private enterprise? 

Mr. Clarke. Yes. 

Mr. Kanjorski. I know I am taking a lot of time, Mr. Chairman, 
but I do want to address one other thing. 

I have made inquiries to the FDIC. I don't know if we have made 
it to your office, Mr. Clarke. I am particularly interested in the 
bank investment contracts. 

I have seen them grow hundreds of percent in the last 2 or 3 
years since we have taken the lid off with FIRREA, with the assist- 
ance of the regulators, that that wasn't something to worry about. 

We have now asked a lot of questions of the regulators as to how 
large the BIC market is. They don’t seem to have any direction of 
how to examine or keep track of what is happening out in the fi- 
nancial field in bank investment contracts. 
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The last information that I had is that it had grown so signifi- 
cantly to now be well over $30 billion direct liability to the FDIC. 

Is there any way that we should be monitoring this or worried 
about it since there is such a high proportion of loss experienced by 
insurance companies in the guaranteed investment contracts that 
they had, but without insured funds? 

Should we be worried about the depositors funds in the big BIC 
contracts, again, is that something that the Congress shouldn't pay 
attention to, that the regulators have that impact, and we don't 
have to worry about it? 

Mr. Clarke, Have you requested information from us about 
that? 

Mr. Kanjorskl We have requested it from Mr. Seidman, and he 
-indicates that, one, he does not keep that information. It is not ex- 
amined, it is not available, but because the bankers of this country 
are so great and do this every day, he doesn’t see any need to keep 
track of this information. 

I am just wondering if that is the position of your office, too. 

Mr. Clarke. I will be glad to see if we have any data that either 
supports or refutes the number you have. 

Mr. Kanjorski. I would appreciate that. 

Now, Mr. Chairman, I just want to ask one other question. 

I have heard we can’t discuss individual deals here or go into 
them, and I can understand the need for confidentiality in bank- 
ing, except I remember Danny Wall coming up before this commit- 
tee and telling us he couldn’t discuss the December deals in 15)88, 
and it is now after the fact that our colleagues on the Senate side 
are bringing out the. .evidence in t lie Fail case, that if this commit- 
tee and this Congress had had the opportunity to know some of the 
facts in those deals 1 am sure they wouldn’t have been entered into 
and billions of dollars of American taxpayers’ money wouldn’t have 
been guaranteed out there, so I am just wondering, maybe I will 
ask the question, do you feel that because or where there are de- 
positor funds at stake that we should pass a statute requiring 
either direct disclosure of large loans, particularly where unse- 
cured loans and the one we are talking about today are made, and 
whether or not this information should at least be given to the 
Congress in camera, if not in public? 

Mr. Clarke. As 1 said earlier, when we were discussing this issue 
at the outset of the hearing, there is a mechanism which Congress 
created for doing just that, and it is the GAO. GAO does have the 
ability to get that information, and they are subject to criminal 
penalties for improperly disclosing it. 

Mr. Kanjorskl Mr. Clarke, I just want to call your attention to 
something. That is very nice, but do you know that the standard 
Member of Congress who makes a request of a GAO study has to 
wait about 18 months to get it back. That seems to me the experi- 
ence I have been having. 

It would seem to me if we are going to wait 18 months to find out 
whether these deals are relatively good deals, not only the deals 
could be gone, but the banks could be gone in that period of time. 

It seems to me we are going to have to have the people there on 
a day-to-day basis. 
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We do not have the sufficiency on the congressional side of this 
government where we spent less than $2 billion of the 1300 billion 
dollars of the American budget. 

We spent only $2 billion of that here. We don’t have the capacity 
to do the examination and have the information. 

Our problem is we have always asked regulatory agencies and 
administration officials and executives for the facts, particularly in 
the S&L disaster, because I sat here for 5 years doing it, and they 
didn't tell us the true facts, didn’t give us the correct information, 
and I would go so far as to say in many instances outright lied to 
the Congress. 

Now we see the result of that, but for your age to turn around 
and say, “Let’s have the General Accounting Office do it, to me 
that means that since we don’t have the funds and we don’t have 
sufficient investigative arm there, nor do they have the capacity 
that you all have and information. 

It is just not going to be had. 

Should we go one step further and not go to the GAO, but say 
the regulators have to do this and provide us with that informa- 
tion? 

Is that something the Congress should do and would it be reason- 
able? 

Mr. Clarkk. In my judgment, Mr. Kanjorski, the Congress should 
not. Individual borrower information is very sensitive and should - 
not be made publicly available. 

The Chairman. Mr. Kanjorski, along that line I have a letter 
here in my kit of letters regarding f foreign reserve currency hold- 
ings and related matters. I have a letter from the Treasury to the 
GAO saying that they would not release information to the GAO or 
to any public body, including the Congress, so that if we could 
count on you, we are going to have a hearing on that subject 
matter next week, on the 14th, and we hope to develop that a little 
bit more. 

In range of importance, let me point out that that involves in 
terms of money or assets to the country way in excess of what is 
involved in the S&L deal, and so we do have a case where Treasury 
told GAO, the official arm of the Congress, it is not permitted to 
obtain information of the nature that the GAO is commissioned to 
inquire. So I do want to point out that these are policy matters 
that we really can’t expect the regulator to tell us. 

We have to decide that. That has been the problem before, that 
when you do have such issues as bank powers or deregulation, the 
officials — the last comptroller, Mr. Conover, spent more time lobby- 
ing on behalf of extended powers for the banks, than ABA, so, you 
know, you wear two hats here. 

On the one hand, we hold you as the delegated authority to over- 
see. 

You mention public utility and the reason for my comment out- 
burst, public utilities are monopolies, franchises, that in return for 
that monopoly must have public accountability, meaning oversight 
and regulation. 

To the extent you have proper oversight and regulation, you 
have proper public interest defended or respected, banks are no dif- 
ferent. 
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In a matter of speaking, they are public utilities. They are char- 
tered for a public purpose and not necessarily a license for the in- 
stitutions to go after profits in heeding also disregard of the public 
interest. 

So I think this is an important element that over the course of 
the last two or three decades has been very much overlooked, and I 
think the latest example is where the Treasury says to GAO, “Hey, 
we are not going to give you or any other public agency or official 
the information you are requesting,” and they are doing it on the 
question of the committee, in this case, this committee, so we do 
want to point out that that is a question that ultimately we can’t 
shake off. 

We can’t delegate it any more than the congressional pay issue 
because the Constitution places that responsibility exclusively in 
the Congress, and the Congress is the only national policy-making 
body we have, and that is ultimately our decision, and how we 
answer that depends on the majority will in the Congress. 

Mr. Weiss, I am sorry that we interjected before we recognized 
you. I apologize. 

Mr. Weiss.' N o problem at all, Mr. Chairman. 

Thank you. 

I am going to try to switch the topic just a little bit to the second 
part of the equation. 

I think that the Chairman indicated it was a matter of concern 
at the outset. 

Let me ask it of each of you. 

Do you believe there is still a credit crunch, and if so, what is its 
principal cause, if any? 

Mr. Clarke. 

Mr. Clarke. Do 1 believe there is still a credit crunch? That as- 
sumes that I believed there was one at one time. 

Mr. Weiss. Well, is there a credit crunch? Strike the “still”. 

Mr. Clarke. The answer to that question is, once again, not that 
simple. We are going through a period of adjustment from a time 
when real estate values were going up and everybody was making 
a lot of money in certain parts of the country to a time where real 
estate values are going down, and some small business has been ad- 
versely impacted. As a consequence, there is both a decline in the 
demand for credit and a tightening up by banks in the terms and 
conditions under which they will grant credit in recognition of the 
deteriorating economic environment. If the test of a credit crunch 
is that it is harder to get credit than it was 6 months ago or a year 
ago, then we have a credit crunch. 

Mr. Weiss. Thank you. I think that is a pretty simple answer. 

Mr. Clarke. But if the test is that you can’t get credit at all, 
then I would suggest that we don’t have a credit crunch because I 
think that most people who are qualified borrowers are able to get 
credit. 

Mr. Weiss. Mr. Clarke, if you use a credit moratorium, that 
would be one thing. A credit crunch is exactly — it is a tightening, 
right? I am pleased that ultimately you came to a response that 
indeed there is a credit crunch. 

Mr. Clarke. I am not going to accept that. That is not what I 
said. I said if there are 
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Mr. Weiss. Assuming that it is defined as you defined it, which is 
the way that most people in this country define it, you say there is 
a credit crunch, then I agree with you, there is a credit crunch. 

Mr. Clarke. If your question is whether people are being subject- 
ed to tougher standards then they were 6 months ago in some of 
these markets, the answer is clearly yes. But there is 

Mr. Weiss. Why do you think so? 

Mr. Clarke. Because of the change in the economic environment. 

Mr. Weiss. Mr. LaWare. 

Mr. LaWare. I think there are two other aspects to it in addition 
to what Mr. Clarke has suggested. One is that the economy is grow- 
ing slower and, therefore, demands for credit are less, and second, 
in this kind of an environment where capital has become impor- 
tant to banks, where many banks have taken hits against their 
capital account to make adjustments for loan problems, and where 
the capital markets are not exactly thus as particular about under- 
writing bank securities, there is some down-sizing going on to meet 
future capital adequacy requirements, and so, you know, one of the 
fastest ways for a commercial bank — there are two fast ways for a 
commercial bank to down-size. 

One is to securitize assets and sell them off. The other is to turn 
off or constrain the amount of credit that they are extending. 

I think there is some of that going on in the economy as well. 

Mr. Weiss. Mr. Philbin. 

Mr. Philbin. Well, Congressman, in my opening remarks, I 
talked a bit about the perception of a credit crunch, and I indicated 
that we did not consider it so. I think Mr. Clarke has really 
touched on it. 

It seems to me that from our analyses that proper credit is avail- 
able for those who really need it. It is true that standards have 
been tightened. We believe that as a result of the uninterrupted ex- 
pansion of the lOSO’s and the subtle liberalization of lending stand- 
ards, it is important that this particular reaction set in for the 
good of the banking system and the good of individual banks that 
are participants in those markets. 

We do not see a credit crunch. The implication there is that 
credit worthy borrowers are being frozen out of the market. 

We do not see that. 

Mr. Weiss. The Chairman in his opening comments quoted Mr. 
Mosbacher as saying that there is a “serious credit crunch gripping 
the United States”. 

I gather all three of you are to a significant extent in disagree- 
ment with that characterization? Right? 

Mr. Philbin, you are? 

Mr. Philbin. Yes, I am. 

Mr. Weiss. Mr. LaWare. 

Mr. LaWare. Yes. 

Mr. Weiss. Mr. Clarke. 

Mr. Clarke. Based on the evidence we have available to us, that 
is exactly correct. 

Mr. Weiss. The people who read the daily paper, the financial 
sections, I think would also find your positions to be in direct vari- 
ance to what they read about on a daily and regular basis. 
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Mr. Philbin, it seems to me that the tightening of the standards 
seems to apply not to everybody, but only to some people. The kind 
of cases that we are talking about before where there was an ac- 
knowledgment that maybe the larger borrowers have the banks 
over a barrel or it was more difficult for them not to continue to 
end, would indicate that not everybody is being subjected to the 
same' rigorous standards. 

Mr. Philbin. Well, Congressman, if you are talking about a re- 
structuring or dealing with a problem situation, as Mr. Clarke 
went through the whole process, I think, very eloquently in his 
opening remarks. There is a rational process which ultimately ends 
up with a bank- answering the question as a business decision: is it 
better for me to restructure this loan, perhaps to lend additional 
money because in the long run I will better my position. 

That is the kind of exercise every bank, large or small, should go 
through with every borrower, large or small, when it is dealing 
with a problem situation, and to my knowledge, all banks do so. 

Mr. W kiss. Well, I don’t want to go over old ground, so let me, 
Mr. Clarke, ask you, a criticism of the bank examinations per- 
formed by OCC is that they contribute to the credit crunch. 

What is your opinion of that criticism? 

Mr. Clarke. If your question really is whether as a result of our 
examination, the banks have tightened their credit standards, that 
is right. In many cases, the result of our examinations has been 
that we expect the banks to do that because some of those credit 
standards had gotten pretty loose and had resulted in some loans 
being on the books that in a down-trending economy do not look so 
good. Our examinations have been responsible in part for bringing 
about greater attention to the reality of the marketplace and to 
better and tighter credit standards. 

Mr. Weiss. But you know that that criticism goes farther. The 
criticism is that your very presence, your involvement, your people 
make the bankers, in essence, tighten up to such an extent that 
there is a crunch or even more than a crunch and that people are 
denied loans because the bankers, the lenders consider your posi- 
tion to be that you don’t want them to be making loans at all, 
never mind that you want tighter standards. 

Now, what steps is the OCC taking to make sure that bankers do 
not overreact to your examinations and accelerate the creation of 
the credit crunch? 

Mr. Clarke. We are taking a number of steps. The most impor- 
tant one is communicating with the industry and encouraging 
them to communicate with us to understand exactly what our 
standards are and what we are requiring. I have met with groups 
of bankers, borrowers, civic leaders, Members of Congress, and 
members of State Governments all over the Northeast for the last 
6 months talking about this very subject and emphasizing at every 
opportunity that we are not telling banks to quit making loans. We 
are telling them to be careful in how they make loans. 

Mr. Weiss. Mr. Philbin, how many bank failures have there been 
in New York State and New York City for 1989 and then so far 
this year, 1990? 

Mr. Philbin. I am sorry, sir, I didn’t understand. 
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Mr. Weiss. How many bank failures have there been in New 
York State and in New York City, both for 1989 and for 1990? 

Mr. Philbin. Well, speaking just for New York State-chartered 
banks, we had one small bank failure in 1989. 

We have not had any in 1990. 

Mr. Weiss. How much money in real estate loan losses will the 
New York bank industry suffer this year? 

Mr. Philbin. 1 don’t have that information, sir. 

I would assume that because of the way the markets have been 
going and the hanks’ participation in the markets that it will be up 
from the previous year, but I don’t have specific numbers. 

Mr. Weiss. Will you submit that for the record, please. 

Mr. Philbin. The 1' rcr P ♦ New York State chartered commer- 
cial banks report >n real estate loans of $90 million 

in the first 6 i ipared to $70 million in the first 6 

months of 19^ 

Mr. Weiss .it . s are real estate loan losses expected to 
have on the w York banking industry? 

Mr. Phii . We have done some studies and made some visits to 
banks cone mg New York State-chartered banks. 

We have luded that, although there will be some impact on 
our institu . at the present time the capital and the reserve po- 
sitions of nks is generally adequate to deal with the situa- 

tion. 

Going f( 1, we are not making any predictions about the 
economy. 

Should the economic situation worsen dramatically, we would 
have to review that particular conclusion, but that is our opinion 
at this time. 

Mr. Weiss. In your opinion, what is the general health of the 
banking industry in new York and how would you compare it to 
the rest of the Nation? 

Mr. Philbin. I don't have enough specific statistics to compare to 
the rest of the Nation. 

I would say at the present time the general State of the banking 
industry in New York with regard to New York State’s chartered 
banks is satisfactory. 

Mr. Weiss. Do you have any opinion on non-New York State- 
chartered, the other banks, federally chartered banks? 

Mr. Philbin. No, I have not. 

Mr. Weiss. Thank vou. 

* 

Thank you, Mr. Chairman. 

The Chairman. Thank vou. 

%■ 

Well, I guess from the questions here and the answers here we 
have to conclude that that old saying is quite true. “If you owe the 
bank $10,000 and can’t pay, you have a problem. If you owe the 
bank $10 million and can’t pay, the bank has a problem.” And that 
is pretty much the way I would sum that up. 

I had one question with permission of my colleagues for Mr. Phil- 
bin. 

We left him hear pretty much alone until our Member from New 
York asked a question. 

On page 3 of your testimony, Mr. Philbin, you mentioned that 
your agency has been closely reviewing those institutions which 
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have in place structures and business practices which may make 
the institution vulnerable to a serious downturn in the real estate 
markets. 

Would you be able to describe for the committee the structures 
and business practices that your agency has determined leave and 
institution vulnerable to downturns in the real estate markets? 

Mr. Philbin. Well, sir, Mr. Chairman, I was referring to an insti- 
tution which might have a higher percentage of real estate-related 
loans than the norm. 

Therefore, just by definition, it would be an institution that 
would probably be impacted more so than another would be if 
there were a downturn in the real estate markets. 

That is not absolutely so. 

It depends on the quality of the portfolio. 

In addition, we were looking at institutions that may have grown 
their real estate portfolios dramatically in the past few years, par- 
ticularly in the period of time between 1985 and 1988. Those were 
basically the two criteria we used in trying to determine whether 
we should take a particular look or a special look at institution. 

That approach was modified to some extent by our feeling for the 
institution, our knowledge of its management, its capital support, 
things of that nature, but the first two things I mentioned were the 
driving forces in making our selection. 

The Chairman. Well, I would say generally that if you had one 
failed institution, I believe you said, in 1989 or 1988? 

Mr. Philbin. In 1989. 

The Chairman. You are certainly well off compared to other sec- 
tions of the country, particularly mine. 

Mr. Philbin. We are very fortunate. We would also like to think 
that part of the reason is good supervision. 

The Chairman. Well, I guess to be perfectly fair, you should take 
some credit in view of the sort of sorry statistics we get from other 
places. 

I will point out for the record that we have had more commercial 
bank failures than S&L failures. 

Possibly one reason is there are that many more banks than 
there are S&L’s, Mr. Leach. 

Mr. Leach. Could I just pursue one quick thought. 

Mr. Philbin, what is the average capital ratio of a State-char- 
tered bank in the State of New York? 

Mr. Philbin. State-chartered commercial bank? 

Mr. Leach. Yes. 

Mr. Philbin. I would say between 8 and 9 percent. 

Mr. Leach. Mr. Clarke, if I could return, of the five largest na- 
tional banks in New York, does any have a capital ratio of real 
capital, not preferred debt, real capital above 5 percent? 

Mr. Clarke. As we sit here, I can’t tell you that precisely. I 
think they may well — you are talking about pure equity. 

Mr. Leach. As I recall, Morgan has 4.2, although they applied 
poor bookkeeping. 

Mr. Clarke. The answer is yes, one does. 

Mr. Leach. If one applies the GAO standard, and this is the gov- 
ernment’s accountants, of what LDC debt should be written off in 
percentage terms, do any? 
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The man behind you is shaking his head about the one bank. 

Mr. Clarke. He is saying yes because I don't think it has any 
LDC debt. 

Mr. Leach. Is this the Bank of New York? Is that— of the five 
largest, I would guess what you have— Citicorp, Chase, Morgan, 
Chemical, Manny Hanny? 

Mr. Clarke. Those are not all national banks. I assumed you 
meant the five largest national banks. 

Mr. Leach. Yes. 

What is the one national bank? 

Mr. Clarke. Republic. 

Mr. Leach. The reason I raise it is that my State has an 11 per- 
cent average. 

State banks have 7 or 8 percent in New York. We have developed 
a system where national banks, for the first time in American his- 
tory, have lower standards on the average than State banks. 
Money center banks have substantially lower than the average 
State-chartered bank, and there are a whole spectrum of implica- 
tions of this. 

One of the implications is safety and soundness. A second impli- 
cation and one of the great things we have learned from the thrift 
crisis, that where standards are lower, deposits run, that is if you 
have a state with lower standards than another state, deposits go 
to the state with lower standards. 

If we look at the LDC issue, one of the things that has been of 
long concern to me, when one didn’t have either adequate capital 
ratios for the types of banks that lent abroad or reserve require- 
ments in international lending obligations, you skewed the growth 
in the direction of where there are weaker standards, and I would 
only stress that a regulator must say they are adequate standards, 
you have no choice. 

On the other hand, a regulator must serve the public and work 
for tougher standards if there is an assumption that maybe they 
are not so strong, and at this moment in time in the banking 
arena, thi national standard which used to be the great wonder of 
prudence is now weaker than a lot of other standards being put 
forth byother regional — well, by other states. 

I just hope that instead of having the American banking indus- 
try put in the position of competitively seeking equality at the 
lower standard, meaning money center standards or sometimes na- 
tional bank standards, that we seek equality in the playing field at 
the higher standards and that we continue to work, as you have 
started to do and as the Fed has started to do, in a direction of a 
little more prudence. 

I would just conclude, in 1983, then-Secretary of the Treasury 
came and in response to a question of was a ;> percent standard 
adequate, which again the money center banks don’t meet, I would 
say under general — this is the Secretary of the Treasury, I would 
say under general circumstances what the banks have now is ade- 
quate, barring a major recession or some outside calamity, for ex- 
ample, in the natur of an oil crisis. 

I just think that is kind of prescient. In average times these 
standards may be good enough, but many economists are now pre- 
dicting a bit of a recession. It looks like this is another oil crisis 
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brewing, and so, if there is another reason to be concerned with 
capital ratios, it is upon us, and so I hope it is with some alacrity 
that Federal regulators are telling banks today that there is a 
reason to respond to an oil crisis that has occurred, and I just hope 
that this message has gotten out. 

Mr. Clarke. If I may, I think that we need to keep in perspective 
what we are talking about in terms of capital standards. I think to 
say that the average capital of a bank in Iowa or the average cap- 
ital of a bank in New York is, therefore, the standard isn't neces- 
sarily accurate. That is, in fact, what average capital ratio is, but 
the question is what the regulatory standard is, is really a different 
question. 

Mr. Leach. It is. That is one of the reasons why in my opening 
line of inquiry I tried to make the point that the rationale for ex- 
istence of the big banks is no longer as strong as it was years ago, 
and that, therefore, it may be Congress should act as you would 
like us to, to give more powers, but whether or not Congress acts, 
the need for greater capital in banking has escalated dramatically 
as the business of banking has depreciated. 

If real estate lending is no good, if LDC lending is no good, if big 
business lending has dried up, if mergers and acquisitions activity 
has declined, if it looks as if some of the junkier kinds of junk bond 
portfolio lending is dicey, then the question is do banks need a 
little greater capital today than they did 10 years ago or 20 years, 
and I think the answer is pretty clearly yes. 

Mr. Clarke. And equally as important, I would suggest, is the 
quality of the capital that they have, as you say real capital. I 
think it is important to recognize. I think all of us sitting at this 
table recognize the importance of that and all of us have done 
something to move those standards forward from where Uiey were 
several years ago in terms of the quality of capital, the emphasis 
on the pure equity capital that you refer to. 

Mr. Leach. Well, I only say this, first, to compliment both the 
Fed and yourself on the direction you are going in. I personally 
think you have taken some criticism for it that is unfair. 

On the other hand, to try to put a perspective that the direction 
might be correct, but the goal has not been established, and I think 
the rethinking of the need for substantially greater amounts of 
capital, despite the fact that bank stocks seem to be at low levels, 
is appropriate; and I would also say unlike small banks, no institu- 
tions in America have an easier opportunity to raise capital than 
large banks, because they are publicly traded. And whether banks 
like it that they are selling at less than the values they might like 
to receive, the fact is with relative ease on very quick notice, a 
large bank can raise substantial amounts of money. 

I hope they are told to do so. 

The Chairman. Does either one of you two gentlemen 

Mr. Weiss. No. 

The Chairman. I am going to impose on you. This is a matter 
unrelated to today’s hearing, but it is going to form the basis for 
hearings as early as possible, and it has to do with my asking you 
some questions and submitting them in writing on this matter. 

I might have one or two on the business at hand, but at this 
point I am considerably concerned about the fact that the interna- 
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tional banks and their branches in the United States, and it hap- 
pens that you three gentlemen represent the institutions that are 
more or less directly involved. In the specific case of the BNL scan- 
dal, that is the Banco Nationale de Liboro, which is an Italian 
bank which is really government owned, the government owns at 
least 80, 85 percent of it, we had the scandal in Atlanta where $3 
billion were funneled through that bank to Iraq. 

Of that presumably $800 million were guarantees by the Com- 
modity Credit orp, and we don't know how must more. Now, the 
United States headquarters of BNL is in New York, Mr. Philbin, 
and my questions will be related to the base for future hearings 
and perhaps saving you a trip. I will submit the substance of the 
questions to you in writing, but for instance, I would like to know 
what the New York State Banking Department's role is regarding 
U.S. banks and agencies of foreign banks. 

The same thing, Mr. LaWare, in the case of the Federal Reserve 
Board, and the same thing to the Comptroller. I would like to know 
what role your agency has played. _ 

Apparently there are crevices in the law. For instance, I don't 
know if you are aware, or may be, that the U.S. branches and the 
agencies of foreign banks are not subject to criminal penalties such 
as bank fraud, embezzlement, falsifying bank entries, misapplica- 
tion of funds, and bribery, as enumerated under Title VIII of the 
U.S. Code. This is this gap here which is really a first-class scandal, 
because we have about $500 billion, of which this Italian bank rep- 
resents less than 10, but the Italian bank itself completes these 
transactions in secret with the entity, such as Iran. 

In the meanwhile, we don't have any real accountability in the 
U.S. for these transactions, plus the fact that there is an absence in 
the law that belatedly has been discovered and only because of 
these scandals. 

So I will take the liberty now of announcing that I would like to 
submit these questions to you and then you may address them, be- 
cause we do intend to have some hearing either in September if it 
is possible, and we are going to try to shoot for September of in 
October. In the meanwhile 

Mr. Kanjorski. Mr. Chairman? T f I may ask a qustion, if the 
Omnibus Crime Bill had been referred to the Banking Committee, 
is it very likely that we could have correcte4d those failures? 

The Chairman. Well, it is possible, but, you see, that is the 
reason we were critical. That didn’t come through the committee. 
It was — we were short-circuited. I don’t know that we would want 
to go into this until we know exactly what it is and have hearings 
on it. We must have hearings. It may be possible that an amend- 
ment could be appended to the pending so-called crime bills, but I 
do think that it would be wiser to do it intelligently and have hear- 
ings and know exactly what the range of responsibility is and what 
powers, if not in these statutes elsewhere in our corpus of laws. 

Gentlemen, thank you for your patience and your cooperation. 
We are appreciative of the face. 

Mr. Philbin. Thank you, Mr. Chairman. 

Mr. Clarke. Thank you. 

[The information referred to can be found in the appendix.] 
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The Chairman. Our next panel consists of Mr. James McDer- 
mott, Jr., executive vice president of Keefe, Bruyuette & Woods, 
Inc.; Ms. Lacy Shockley, Vice President of Research for Smith 
Barney, Harris Upham & Company; and mr. Charles R. Cranmer, 
analyst of Shearson Lehman. 

Well, if there is no objection, we will recognize you in the order 
that we introduced you and recognize Mr. McDermott first. 

First, let me say we are very grateful for your response on quick 
notice. 

And, second, that your testimony, as you gave it to us will be in 
the record intact, as you presented it. 

Mr. McDermott? 

STATEMENT OF JAMES J. McDERMOTT, JR., EXECUTIVE VICE 

PRESIDENT, KEEFE, BRUYETTE AND WOODS, INCORPORATED 

Mr. McDermott. Thank you, Mr. Chairman. 

As you indicated, I have submitted written testimony to you. 

What I would like to do this afternoon is summarize some of the 
points in that testimony and elaborate as well on commercial 
banks as pertains to the real estate problem in particular. 

First I would like to State commercial banking today is a be- 
sieged industry. This observation is not simply rooted n looking at 
the financials, but in confronting the reality of reduced confidence 
visited to all banks good and bad. 

The performance and credibility has been high. So far this year 
31 banking companies have had down-gradings on their debt, and 
there has been over 20 billion in lost market value in 8 months 
alone, among the top 50 banking companies. 

The price of the deterioration in credit quality has been high in 
the marketplace. 

I would respectfully submit to you a critical issue, in my opinion, 
is not so much the Trump’s exposure per se, or his restructuring. 
That represents about 2 billion in commercial banking debt versus 
real estate exposure at the top 10 banking companies. Commercial 
real estate exposure of about $50 billion, about $800 billion in total 
real estate exposure. 

It is the actual perceived condition of our commercial banks that 
is the key issue. We used to have a highly regarded banking 
system, it is less so today. For that, bank management is largely 
responsible, but so are some of the antediluvian structural and reg- 
ulatory impediments to efficient operation. 

Let me set the backdrop, if I may, for the deterioration that is 
present in today’s banking system. The decade of the 1980’s wit- 
nessed market deterioration in the quality of bank assets. 

This is best reflected in what has been termed the effects of roll- 
ing recession around the country. Looking at our index which is a 
representative sampling of 24 money-center and large regional 
banks, the level of writeoffs quadrupled from 30 basis points in 
1980, to about 130 basis points in mid-1990. 

By comparison, in the mid-1970’s, the peak writeoff level for 
those same banks was about 65 basis points. So pre-recession we 
are already in a level of double the highest or peak writeoff experi- 
ence that we have had in recent times. Nonperforming assets rose 
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2.5 times from 1.3 percent of total loans to 3.5 percent of total 
loans. 

This, keep in mind, was against a backdrop of a strong national 
economy. And this deterioration forced banks to push up the level 
of loan loss services, and by definition to retain earnings and build 
capital in the period of the 1980’s. 

Reserves increased, and likely reserving going to continue in the 
months and years ahead. More recently, for comparison, if you look 
at the period from year end 1988 to mid- 1990, nonperforming assets 
of the top 50 banking companies — keep in mind representing in 
this case about 2 trillion in assets, only 50 of them have two-thirds 
of the assets in the system. 

Nonperforming assets for those banks during the 1980 to mid- 
1990 period rose 10 billion from 42 to 52 billion with regional banks 
in the Northeast and Southeast counting for the rise. Money-center 
banking nonperforming assets held steady, but at 28 billion during 
this period. 

What is interesting about this is there is a change in the mix of 
those non performers due to writedowns on LDC exposure during 
the last 2 or 3 years that had reduced the level of performance, but 
at the same time that reduction was replaced by an increase of 
non-performing loans, such as real estate and highly leveraged 
transactions. 

In act, if you look at both regional center money LDC, from 1988 
to mid 1990, nonperforming assets at both money center banks in- 
creased over 18 percent. Simply if you look at the write off picture 
for banking companies during the first half of this year, the top 50 
banking companies wrote off an unprecedented amount, about 12 
billion in writeoffs. Half of that was LDC related. 

Likely to be repeated in future years to the same extent, given 
the fact much of the average Argentinian exposure has been writ- 
ten down and Mexican debt has been restructured. 


A key among the problems, of course, in the current picture is 
the real estate issue. It was mentioned this morning by Mr. 
LaWare, that real estate lending exploded during the decade of the 
1980’s, clearly tripling from 250 billion to 800 billion. In our judg- 
ment, evidence of systemic over capacities everywhere, and it ac- 
counts for this lack in increase. 


In Texas approximately 50 billion in bank lending was erased. In 
New England, in the last 12 months about 5 billion in equity has 
been erased because of that. Why does this happen, why do these 
mistakes seem to be repetitive. Don’t bankers learn? 

I would argue one of the reasons is the increasingly lower credit 
worthiness of banking companies. This is chasing customers out of 
the system. Some of the tight relations of recent times is chasing 
customers out of the banking system because they can’t get financ- 
ing or cause some of the loans banks book are forced to carry re- 
serves. 

Nonregulated, nonfinancial sector continues to absorb some of 
the business that had been the traditional domain of banking com- 
panies. In addition, it was mentioned this morning about conver- 
sion of Mutual Savings Bank in New England during the mid- 
1980’s. 
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That is a good example of how problems get exacerbated in the 
banking system. Approximately 5 billion in new equity was created 
which was exactly the amount erased in the last 12 months was 
created in the mid 1980’s. 

That equity needed to be put to work at higher returns in order 
to attract investors to keep capital flowing into that region. 

What happens is overheating of the region economy was given 
further stimulus by creation of this new equity, and it affected 
major banking companies to the point loan growth in New England 
was twice the regional average of banking companies elsewhere. 
The fast growth was created by the stimulation of new equity in 
the marketplace. 

The combination of excess capacity, in the case of New England, 
stimulated by the conversion of that equity, the lower credit wor- 
thiness, chasing out traditional wholesale customers of banking 
companies forced banking companies to seek out whatever other 
avenues are available to them, such as a retail, real estate, highly 
leveraged transactions, and so forth, where margins and volume 
opportunities exist. 

In our opinion, excess capacity aggravates the situations as too 
many banks chance too few r good customer opportunities. The 
result, of course, is the deterioration reflecting lending mistakes as 
the economy turns negative, and the response is regulators are 
tightening standards and banks turn inward. 

Credit crunch or less available credit feeds on itself or can aggra- 
vate a downturn in the economy. 

1 think it is interesting to listen to the testimony this morning 
and talk about definitional differences about whether or not a 
credit crunch exists. Point of fact, whether the issue is not evenly 
spread about, the fact is credit is considerably more difficult to 
come by, particularly in the regions that are under the most siege 
or at the institutions that are experiencing the greatest difficulty 
at this point. 

It is only common sense those regions and the banks elsewhere 
that are under stress have to look inward, rather make new loan 
commitments in an uncertain environment where the> may be 
forced to take added reserves against those exposures. 

We heard an instance of a bank in New England which booked 
credit m January of this year, and the regulators came in March. 
The bank thought it booked the credit under the standards defined 
by the regulatory authorities only to find that new credit required 
some reserving set against it. 

The bank decided to sell that credit at book value, absent the re- 
serves to a nonfinancial, nonbanking company. 

Again, indicative of what can happen here if banks are too limit- 
ed focused and penalty is too tight, the customer base will be 
driven further out of the mainstream of commercial banking 
system. 

One of the things I addressed in the paper is the role of industry 
consolidation, which in our opinion is a crucial element to perhaps 
dealing with some of the excess capacity in the system. 

To some, how dealing with repetition of mistakes that occur — 
and much has been made in the past about our global competitive 
or the lack of our global competitiveness as a banking system. In 
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our judgment, to have a global competitive banking system, which 
we currently do not have, we need consolidation to create a nation- 
al healthy banking system with the attributes that well managed 
institutions can provide. 

No banking institution enjoys more than 5 percent revenue from 
any product source. This is not an indictment of small banks, but 
an indictment of too many banks in our opinion. 

This is why we see these problems crop up, time and time again, 
whether it be REIT lendings in the 1970’s, energy lending in the 
1980’s, or the problems with real estate currently. 

We feel small banks are a beautiful aspect of the banking system 
so long as they are very profitable. In my paper I referred to hypo- 
thetical scenarios, if banking companies would go graphically di- 
verse, it might reduce the claims on the DIC in the mid 1980’s, in 
the Southwest, perhaps spreading out the risk elements in the prot- 
folio. 

And one of the things that become axiomatic in the banking in- 
dustry is simply no matter if you are a good banker or bad banker 
if you are in a region whose economy is suffering stress, then the 
likelihood all banks in that economy are going to suffer in varying 
degree from that stress. If it is high enough and deep enough, the 
result can be a Texas like situation. 

Most banks in New England with probably hardly any exceptions 
are undergoing extreme stress and that is a function of — in our 
opinion, geographically landlocked. The only places these banks 
can lend are in the region they operate. 

If those regional economies undergo a downturn it is axiomatic 
those banks will experience problems. A bank in Hartford, Con- 
necticut that makes most of its loan in the New England region, if 
the New England region is undergoing a downturn, then in all like- 
lihood the banks will also. 

What should be done? I talked about — in my paper I talked 
about the changes in market capitalization, the erasure of 20 bil- 
lion of market capital. 

You may say what does that mean, who cares, the point, in fact 
the reduced capital in the system increases the cost of capital to 
the banking companies. There are good and bad aspects of a listing 
of large market caps. 

On the one hand, the capital is being drained out of the system 
because of fear of the things we talked about this morning, on the 
other hand it is being redistributed in other areas, giving way to 
more capital, strong and better managed banking companies. 

So there has been a redistribution, and that in itself should be 
some comfort as you look at the systemic risks in the banking 
system that is risk is not concentrated as it once was. 

In terms of conclusion, we would encourage the continuing ab- 
sorption of S&L for deposits into the commercial banking system. 
One of the contributions we feel to bank stability is to keep one 
side of the balance sheet as liquid and as stable as possible. In 
recent months a number of regional banking companies have been 
absorbing these deposits at relatively low cost. 

This has improved the profile of the commercial banking system. 
If you look back for comparison and ask yourself the question why 



55 


did Continental Bank fail and Bank of America not fail, one of rea- 
sons is clearly deposit profile. 

Second, encourage consolidation with the attendant supervision, 
of course, to promote diversity by product and region and restrict 
entry into the banking system. 

It is ironic if not downright ridiculous at the one time we are 
trying to better manage existing institutions how easy it seems to 
be to get a bank charter and get into the banking business which 
at lot of investors had attempted to do in the last half dozen years. 

Encourage higher capital ratios, by perhaps encouraging combi- 
nations and encourage confidence by stressing the heterogeny of 
banking companies that most of the banks in the system are good 
banking companies, but there are some problems at the money 
center level and particularly in the Northeast region at this time. 

Thank you. 

[The prepared statement of Mr. McDermott can be found in the 
appendix.] 

The Chairman. Thank you, Mr. McDermott. 

Ms. Shockley. 

STATEMENT OF LACY M. SHOCKLEY, VICE PRESIDENT OF 
RESEARCH, SMITH BARNEY, HARRIS CPHAM & COMPANY 

Ms. Shockley. Good afternoon, Mr. Chairman, Members of the 
House Banking, Finance and Urban Affairs Committee and other 
Members of the House of Representatives. 

I am pleased to address this honorable group and hope my com- 
ments lead to a better understanding of the difficult situation our 
banking industry is facing. 

As background, I am Lacy Shockley, a vice president of Smith 
Barney, Harris Upham and Company. My job is to analyze the 
stocks of regional banks for the firm's retail and institutional cli- 
ents. 

I specialize in banks located on the East Coast and have been 
analyzing banks for approximately 20 years. Prior to joining Smith 
Barney, I worked for Mabon, Nugent and Company, Butcher and 
Singer, McKinsey and Company, and the Fidelity Management Re- 
search Company. 

This morning, due to time limitations, I will address thr_ee topics: 

One, the impact of the current depressed real estate market on 
the banking industry. 

Two, the industry’s present low market valuation and the result- 
ing negative impact on the industry’s ability to raise capital. 

Three, the importance of the regulatory agencies and their role 
in helping to resolve the problems. 

Regional banks, unlike money center banks, usually concentrate 
their lending in three major areas: consumer, commercial and real 
estate loans. Most regional banks can weather a problem in one of 
these sectors without jeopardizing the existence or structure of the 
institution. Few can weather problems in all three sectors simulta- 
neously without creating significant stress to the bank. 

Virtually every New England regional bank currently is under 
severe pressure because of problems in all three sectors. The New 
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England region is in a recession with no let up in sight for few of 
the underling industries appear to be stabilizing. 

However, when looking at banks in the middle Atlantic and 
Southeastern regions, the situation appears quite different because 
most of the regional economies basically are still relatively 
healthy. Those banks whose asset quality and profitability ratios 
have shown deterioration generally are only under pressure from 
the real estate sector. 

Indeed, many banks from Pennsylvania down through Florida 
appear to be coming through this real estate cycle virtually un- 
scathed. 

In our opinion, the single most important factor in assessing the 
effect of the real estate industry's current problems on the banking 
industry is the quality and depth of management. 

A strong, perceptive management recognizes the early signs of 
weakness in the real estate sector and adjusts its lending practices 
accordingly. 

An example, we consider the management of Fleet /Norstar Fi- 
nancial Group in Rhode Island to be outstanding. Despite the fact 
that it is facing problems in all three lending sectors, we expect the 
institution to be able to resume its normal growth and profitability 
track when the economy of New England ultimately strengthens 


again. 

In the middle Atlantic and Southeastern region, where only the 
real estate sector appears to be significant lv weakened at this time, 
a number of the better-managed banks remain largely unaffected. 

Sovran Financial Group, based in Norfolk, Virginia, is a major 
real estate lender in Virginia, Maryland and Tennessee. 

Yet its nonperforming loans at June 30 were a very low 1.43 per- 
cent of portfolio, a number confirmed by a targeted real estate 
exam conducted by the Comptroller of the Currency during the 
second quarter. Other well-managed banks like CoreStates Finan- 
cial Corporation, Mercantile Bankshares; First Wachovia Corpora- 


tion, and Citizens and Southern Corporation, also appear to remain 

essentially unhurt bv weak real estate markets. 

%> *■ 

Conversely, many other middle Atlantic and Southeastern banks 
with weak managements are having difficulties. 

From the market valuation perspective, the current problem in 
the real estate sector is having devastating effects on virtually all 
bank stocks, regardless of management strength. 

Since last October, bank stock prices have moved consistently 
lower. In my years as a bank stock analyst, it is hard for me to 
recall a period when investors sentiment has been more negative. 
It is as if investors have decided that loan portfolios truly are a 
blind pool and reported asset quality numbers have no credibility. 

Consequently, all bank stocks, regardless of fundamental quality, 
have been under downward price pressure. Indeed, the stocks of 
many banks are so depressed that it appears our traditional valu- 
ation framework for these stocks is being challenged. (Note the two 
charts following this text, tracing relative valuation of the group 
over the last 20 years.) 

The implications of this historically low valuation include the fol- 
lowing: It is very difficult, if not impossible, for most banks to raise 
equity capital at this time. Therefore, many banks that need to bol- 
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ster reserves are forced to sell off more profitable subsidiaries, 
thereby weakening future profit potential. 

Consolidation activity which needs to occur within the industry 
has been and will continue to be severely curtailed. The curtail- 
ment has occurred for two reasons: First, banks do not prefer to 
buy other banks with cash because of the resulting goodwill gentra 
ted on the balance sheet. 

Second, larger regional banks whose fundamentals are strong 
still have stock prices that are too low to allow them to acquire 
other institutions without unacceptable levels of dilution. This situ- 
ation will not change until the market valuations improve. 

In our view, the government agencies regulating regional banks 
could be a significant force in helping to strengthen and restore re- 
gional bank stock valuations by providing -credibility in the report- 
ed numbers. 

For example, we are very pleased by the OCC’s current posture 
of rigorously reviewing bank’s real estate portfolios. This review 
process is a significant step in restoring credibility in the asset 
quality numbers reported by banks after such an exam. 

Furthermore, this will help generate greater credibility in the 
projections of earnings and book value used in determining stock 
valuations. 

This, we believe rigorous review by agencies is a fundamental 
step in restoring investors confidence, which has been severely 
tested in the banking industry. 

We are very encouraged by our understanding that this type of 
rigorous regulatory analysis is being extended to the otHtr lending 
portfolios w r ithin regional banks. We believe it is also critical chat 
all regulatory bodies reviewing banks’ loan portfolios adopt similar 
strict standards. 

In the short run, due to the current real estate situation, in our 
view, it is essential these standards be immediately implemented 
by all regulatory bodies, evaluating real estate portfolios. 

Thank you, Mr. Chairman, for this opportunity to address your 
committee. I hope my comments have been useful and I am happy 
to answer any questions you might have. 

[The prepared statement of Ms. Lacy M. Shockley can be found 
in the appendix.] 

The Chairman. Mr. Cranmer. 

STATEMENT OF CHARLES R. CRANMER, ANALYST, SIIEARSON 

LEHMAN 

Mr. Cranmer. Thank you, Mr. Chairman, and Members of the 
committee. 

First, I would like to say that I am honored to be asked to speak 
today before the House Banking Committee. 

I have been a bank analyst now for 8 years. I had been a com- 
mercial banker in New r Jersey for 2 years prior to going to gradu- 
ate school in business. 

In my remarks and in the question session, I hope that I can 
shed some light on the real estate loan problems in the banking 
industry and talk a little bit about how I think we got to this cross- 
roads. Like everyone else, I would like to do what I can to resolve 
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the industry’s problems with a minimum of pain to the banks, the 
economy and bank shareholders. 

As a bank analyst, I have had a first-hand view of the market's 
declining confidence in the banking industry. Since last October, 
regional bank stocks have fallen 40 percent in value while the 
market overall is roughly flat. And sometimes it seemed as if credit 
agency ratings were dropping as fast as the stocks. 

Banks stocks move based on perceptions of credit quality, and 
credit quality fears, especially real estate fears, are clearly driving 
bank stocks today. All in all it has been a sobering year for bank 
analysts. 

To start off, I think that real estate loans pose a serious problem 
for the many large banks. These problems are not pervasive but 
they are real. Nonperforming real estate loans are rising sharply 
throughout the industry and the proportion of real estate loans in 
bank portfolios is nearly double the level of a decade ago. 

Commercial vacancy rates now average 20 percent nationwide, 
which is close to an all time high, and most regional real estate 
markets are seeing deterioration. Those markets that are improv- 
ing tend to be markets like Houston, Denver and Austin that have 
been overbuilt for a long time. 

What concerns us at Shearson as much as the vacancy rates is 
that despite the slow economy, there seems to be lots more product 
in the pipeline. While office construction spending has dropped 50 
percent from its 1085 peak, it is still running 50 percent above 
1979. 

Events in the Mideast throw a whole new variable into the equa- 
tion. If, as some predict, we are now headed into a recession, real 
estate problems are bound to worsen. 

The potential impact of real estate loans on the banks them- 
selves is very difficult to forecast. It depends on a multitude of fac- 
tors such as the banks underwriting standards, the strength of 
local real estate markets and economies, but one of the things we 
analysts try to do is look for precedents. Unfortunately precedents 
to the current situation are few and often contradictory. 

In the REIT crisis in the 1970’s, which has been brought up a 
couple of times by the previous panel, banks had huge burdens of 
nonperforming loans, far beyond the legal of nonperforming loans 
we are seeing now. But bank losses from REIT loans were surpris- 
ingly contained. 

In Texas conversely, nearly every band of consequence failed. 
Now we are clearlv somewhere in between these two extremes. If 
the results of any recent regulatory examples are a guide, we can 
expect banks to write off 50 to 75 percent of their nonperforming 
real estate loans. 

How did real estate loans come to be such a serious problem for 
the industry? 

I will focus on two reasons. 

First, the real estate business was profoundly affected by tax leg- 
islation. The 1981 tax bill was favorable for real estate and encour- 
aged the construction of projects that by themselves were uneco- 
nomical. Then, the 1986 tax bill removed these benefits. 

In New England, at least, there was a rush of deals in the fourth 
quarter of 1986 proposed by developers who wanted to quality 
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under the 1981 laws. It would be interesting to know how many of 
today's problems had their inception in the fourth quarter of 1986. 

Second, lending standards eroded in the 1980's. For one thing, 
the further we got from the last recession, the less memory bank- 
ers had of how hard times could be. A whole generation of landing 
people grew up never having had to work out of bad credit. 

More importantly, in the 1980’s earnings momentum was the 
name of the game, and earnings and credit quality were so good for 
so long that I think managements deceived themselves into think- 
ing they couldn’t make a mistake. Bankers may have lost sight of 
how easy it is to fabricate earnings by compromising the balance 
sheet just a little. 

Earnings were paramount in the 1980’s because the 1980’s were 
a revolutionary time for banking. Interstate banking barriers were 
falling, and acquisitions took place at a frenetic pace. 

Think what weak earnings meant to a bank. If earnings weak- 
ened, a bank might have been precluded from making acquisitions, 
or it might not have been able to get the highest price for its share- 
holders in a buyout. Of all the ways for a bank to generate earn- 
ings, real estate lending is the easiest. A bank can always find a 
developer who will borrow. 

What compounded these eroding credit standards was that many 
bank mergers that did take place were never fully integrated. That 
meant that problems at the acquired bank were never fully ad- 
dressed. 

Worse, dilution incurred in acquisitions was sometimes earned 
out not through synergies, but by turning up loan volume. Without 
an integrated loan approval and review system, a bank that did 
this was just asking for trouble. 

Now it is often argued that the banking industry ought to consol- 
idate to generate economies of scale. If the record of bank acquisi- 
tions in the 1980’s suggest anything to me, it is that bank meigers 
have the potential for significant diseconomies of scale. 

I am afraid I can’t suggest a panacea that would cure all the in- 
dustry’s ills, but I can suggest one remedy we might what to avoid. 

There is a strong support among students of the banking indus- 
try, and I understand, some regulators, to force banks to ’’own up” 
to their current problems by marking their loan portfolios to 
market. They contend the GAAP accounting cannot capture the 
economic value of a bank. They advocate a “mark to market” ap- 
proach to hank accounting. 

While I think that this approach has theoretical merit, I think 
its broad application in today’s environment might not be appropri- 
ate for the commercial banking industry. 

Proponents of ’’mark-to-market” point to the thrift crisis to sup- 
port their views. They correctly claim that many thrifts were eco- 
nomically insolvent in the early 1980’s even though accounting and 
regulatory standards showed them as having capital. 

This ’’phantom capital” gave thrift managements an incentive to 
take ever greater risks. If the gamble worked out, management 
was enriched, but if the gamble failed, management was no worse 
off, and the FSLIC picked up the tab. It is argued that billions of 
taxpayers dollars could have been saved it these thrifts had been 
marked to market and shut down at the start. 
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You are well too familiar with the this syndrome. It is easy to 
extend this argument to today’s banking industry as some now 
advise. But for several reasons, I think that this theory is difficult 
to apply in practice, and that attempting to mark bank loan portfo- 
lios to market in today’s environment could aggravate an already 
bad situation. 

One, marking to market tends to procyclical, not countercyclical. 
That is, it tends to reinforce the excesses of speculative boom and 
likewise has the potential to worsen the downturn. Markets are 
often wrong over the short term. 

Two, real estate assets are highly illiquid investments, especially 
in the falling market. Appraisals can overstate the decline in real 
estate values when those transactions that do take place tend to be 
fire sales. 

Unless some highly subjective assumptions are made, it is diffi- 
cult to determine a market price to mark to. And given the lever- 
age of a banking company, small errors can have a big impact. 

Three, whatever price is determined appropriate for a particular 
class of real estate will tend to establish a ceiling price for that 
class. 

Potential investors will deer buying at anything above that price 
until the wave of bank foreclosures and auctions has passed, thus 
mandated writedowns can have a tendency to become self-fulfilling. 

Four, the large writeoffs that can result from marking to market 
could potentially reduce credit availability in a regional economy 
just when such credit is most needed. 

Thank you for allowing me to speak. 

[The prepared statement of Mr. Cranmer can be found in the ap- 
pendix.] 

The Chairman. Well, let me say that we are the ones to thank 
you, Mr. Cranmer. 

And we are the ones that are grateful, and also honored with the 
presence of all of you analysts, and particularly the responsiveness 
to our invitation to rather quick notice, at this time when it is sup- 
posed to be vacation time. 

I wonder offhand if you were here when Comptroller Clarke was 
testifying, and if you could comment on his statement that it was 
his opinion that the principal banks were well capitalized. Would 

any of you have any comment on that? 

► * «. 

Mr. McDermott. One of the things you first learned is reserved 
capital— when you are out of business you are out of business, oth- 
erwise you are in business and you are solvent. 

Can you play— with regulators we play all sorts of games, what 
is adequate capital, because they have got all sorts of ratios. One of 
the problems in the 1980’s, it was best illustrated in the bank 
report in 1984, is the elusion created through the establishment of 
primary capital, about adequacy in our system. 

Principal capital, of course, is total equity plus the reserves, so 
you had a situation where during the decade of the 1980’s, princi- 
ple capital increased by 50 percent, and in 1984’s Bank America 
Report the Chairman said he was very proud in telling sharehold- 
ers their capital had increased. 

In point of fact, if you look at the common equity, it had gone 
down in 1984, it actually decreased. So for about 10 years we fooled 
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ourselves, or the regulatory authorities did in what constituted real 
capital. 

The adjustment to risk capital has cleaned up the landscape 
somewhat. It has inhibited cash acquisition. 

If a bank wants to buy another bank, it has to get its stock prices 
up so it can use that as a premium of exchange. The issue of sol- 
vency or the issue of adequacy in the big banks is going to vary. 

You can’t talk about all big banks as if they were one bank. I 
think you almost have to be bank specific, rather than general, and 
say what are — anymore than comparing the Iowa’s Bank’s average 
capital with that of Chase Manhattan. It is apples and apples. 

It is like comparing the great State of Texas, with the great 
State of Nebraska, it is two different issues. You want to keep your 
comparison. 

In my judgment, to answer question shortly now, I think the in- 
stitutions are satisfied in terms of minimum regulatory capital. All 
right, but it is clear that the regulators and the marketplace are 
looking for more capital than in the institutions going forward, 
around its forcing those institutions relatively low capitalization to 
shrink and sell assets. 


The game plan is just like Bank America when it got in trouble, 


it was $125 billion institution, it shrunk to a $90 billion institution. 


It had to seek out capital, and today Bank of America is one of the 
best capitalized banks among the large banking companies. 

The issue for someone like "Night Line" to suggest the top six 
banks are insolvent is naive, because nobody is in those institutions 
marking to market or assessing the value of a deposit base, for ex- 
ample. 


They are simply looking at what maybe LDC loans sell for and 
marking those to market. Unless you charge the system, as Charlie 
mentioned, you can't talk about adequacy in marking to market 
since when we are dealing with GAAP sense accounting. 

Under GAAP they are adequately capitalized as we see it today. 
If you want to go through an institution from marking to market, 
you have to market everything and see what sort of capital support 
you have then. 


The Chairman. Well, that is very well and rather succinctly 
stated, given the complexity of the subject matter. 

I am grateful to you. There is no question that you are right. 

It depends on who has the beholders eyes. But our concern has 
been the regulatory oversight and standards. We saw that clearly 
in the S&L case — and the same reasons and the same arguments 
that are offered now, given the contingencies that the banks face 
for attempting to gain resources we faced with the S&Ls, and be- 
ginning with the late 1970’s, and all through the 1980’s, actually, 
that was the issue. 


What powers would enable them, in the words of one advocate, 
“to compete”. Compete in the market, for capital. 

And I am afraid that the chart that you have there, Ms. Shock- 
ley, is all too dramatic. That looks like the fever chart in an inten- 
sive care patient’s room. 

I think it is very provocative. You have major regional bank’s 
dividend yields versus S&P 500 capital gain, regional banks versus 
S&P industrials. 
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Those are cold statistical graph sheets that very dramatically 
reveal problems. 

I think you are very aptly pointing out that the most important 
factor in assessing the effect of the real estate industry's current 
problems on the banking industry is the quality and depth of man- 
agement. I think to a large extent that is true. 

Again, you point out very aptly that in case of Fleet/North Star 
Financial Group right in the center of New England, in Rhode 
Island, you consider it to have outstanding management, and ap- 
parently is riding the tide that the surrounding banks are not, or 
are apparently having trouble. 

So it is very difficult for us, and I think that nobody really de- 
sires to legislate in such a way as to try to invade or fine tune or 
micro-manage, some of my colleagues say, the banking industry ac- 
tivities. 

On the other hand, there is a strong responsibility that I happen 
to believe that Congress has, perhaps, not intentionally evaded, and 
that is the responsibility for looking out for the public interest. 

1 think the biggest concern in the late 1970’s, and 1980’s, was 
with the best of intentions was to save the S&Ls. And, in fact, the 
1980’s Depository Institutions Deregulation Act and 1982 Garn-St. 
Germaine Act were palmed off on the Congress, even though some 
of us were to go to the Rules Committee and to say 90 percent of 
this doesn’t have anything to do with it. 

Ninty-percent of this is actually revising for the first time on a 
wholesale basis, the 1985 basic banking act in which you had a line 
of demarcation between commercial and banking. 

Also, compounding the problem has been the inability — I don’t 
know about unwillingness, but the inability of the Congress to ad- 
dress the issues such as non-banking activities in a way that would 
provide a national policy. 

So what is happening is that you create these vacuums and two 
forces rush in. Either the regulators try to make up for the lack of 
national policy and, of course, they are not equipped to do that, 
and our Constitution doesn’t say they should. 

Second, you have the courts, the Judiciary which also is a branch 
of our government that is not set up as a policy-making body. 

So actually our task at this very, very difficult time is almost 
threefold. We have to catch up with what wasn’t done, and even 
have hearings on that which evokes the past, and some Members 
say what is the use of spinning your wheels there. It is important 
because if we don’t know where we are coming from, we can’t 
hardly guess where we want to go. 

Additionally, corresponding with that, we have the duty of keep- 
ing up with the times and trying to meet the actual societal and 
technological changes that have impacted on this industry, and 
that we can’t overlook. 

You commented on my first— a group of financial institutions 
that examines by State and Federal regulations appear to be get- 
ting tougher and more comprehensive. I wonder if you could tell 
the committee if your research indicates that bank regulatory 
agencies are engaging in a policy of tougher and more comprehen- 
sive examinations in such a way as to inhibit extensions of credit? 
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I know you addressed the question of the Comptroller tightening 
up on real estate, which I think is very appropriate, though belat- 
ed, but what about general lending practices and do you find any- 
thing in the rules or the proposed rules announced by OCC and 
other regulators as inhibiting an otherwise willing lender to lend? 

Mr. Cranmer. I think one of the difficulties that we analysts are 
having right now is determining the degree to which the results of 
New England bank examinations represent a precedent for the rest 
of the industry. 

It seemed that those losses were so dramatic and hadxome up so 
suddenly — not without warning, but the magnitude of the losses 
was beyond anything I had anticipated. Thus, it seemed to us there 
had been a dramatic change in the way that the examination proc- 
ess was being conducted. 

At the same time, we were getting anecdotal evidence from the 
banks and from businesses in the region that the examination 
standards had changed. One of the things that has been difficult is 
that consistently the regulatory authorities deny that their meth- 
ods have changed, and 1 think that this aggravates the uncertainty. 

If the regulatory authorities were more forthcoming with exactly 
what kind of methods they were using, I think that would be — I 
think that would be most welcome, as far as I am concerned. 

The Chairman. Ms. Shockley. 


Ms. Shockley. I think the answer to your question depends on 
which bankers you are talking to. 

Because again, in my sample anyway. I have never heard a 
banker complain about an OCX' examination who works for a bank 
that came through virtually unscathed. In other words, their ratios 
were low to start with and the OCC came through and made mini- 
mal changes. 


Most of the complaints 1 have heard about the OCC being too rig- 
orous came from banks where the OCC identified a lot of bad loans 


that the bank itself had not identified. 


Now it also depends very much who is doing the examination. 
Because in talking to bankers, we don’t see that the same stand- 
ards are really being used across the board at all. Clearly the OCC 
is taking the most rigorous position at this time. 

I think a lot of these bankers talk to each other about what the 


different regulators are doing. And in a number of cases, I have 
talked to a bank chairman who is not regulated by the OCC, as an 
example, and asked him, in your opinion, was the examine that 
was just conducted on your bank as rigorous as it would have been 
if done by the OCC. The answer is always no. 

I think that is really creating a lot of uncertainty and confusion 
in the marketplace. 

The Chairman. Mr. McDermott. 


Mr. McDermott. I think it is pretty clear the OCC examination 
team went to school on the Texas experience, particularly as it re- 
lates to real estate. That experience is being transported to the 
high growth areas of real estate lending in markets that are 
deemed to be weaker or undergoing a lot of stress. 

I think that I would agree with Lacy’s observation that it really 
does depend on what part of the country you go to. I don’t think 
the credit crunch or the difficulties that some bankers are evidenc- 
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ing in New England is evidenced, say, in the Midwest where the 
speculative building was not as present or in evidence. 

I don't think you will find the same problem in the Pacific 
Northwest, for example, or say, in the Southeast to the same 
extent, although they too have undergone rigorous examinations. 

I think it is a matter of degree. If you are looking for examples of 
this, I think you have got to look by region and type of institution. 

I think if you ask Morgan Bank has anything changed from the 
standpoint of regulation, the answer would be no. If you asked the 
Chase Bank, I think the answer would be yes. 

I do think that while the regulators have been under a lot of crit- 
icism, they are under a very difficult job from the standpoint of 
trying to anticipate this problem, given the fact that regulators 
were amiss with the savings and loan problem. 

I sense there is an attempt to overcompensate in the process par- 
ticularly at some institutions and I think that they should be cred- 
ited with their efforts to try and get ahead of the curve on this 
problem. Keep in mind these markets are constantly changing. 

It is not like in 1988, we knew exactly what growth in New Eng- 
land was going to be and what the different industries in that 
region, how they were going to perform. This is a dynamic that 
changes. 

Judgments are made at that point in time, based on forecasts 
that may or may not pan out, just as the loans are made on the 
same basis. 

It think it does depend on where you look, what institutions you 
talk to, but I think that the overall examination process by the 
OCC is pretty rigorous at certain levels within that organization. 

The Chairman. Well, there was one other question I had. 

I think you have addressed that very well, very aptly. I recall 
that about some (> or 7 months ago one of my colleagues from Mas- 
sachusetts got a hold of me, and was very anxious to do so, and he 
said I think you have got to do something on your committee. 

He said I have got all my bankers saying they are in trouble be- 
cause they have gotten all these Texas examiners to come up here 
to New England and we have got to remind them this isn't Texas. 

So I asked him what he thought we could do. And he said, well, 
these bankers were talking to him privately. And I said, well, I 
think you have got to recognize the fact unless you give me some 
specific grievances, that for your sake you don't want to go in there 
on an individual basis and intervene on an individual basis for any 
individual banker or group of bankers. And he thought it over, and 
at that time, of course, we were in the middle of the savings and 
loan question and whether or not and under way circumstances 
Congress wanted to properly intervene. 

I will never forget they were blaming on the fact that what hap- 
pened was they had just imported from the Texas area those bad 
examiners from Texas and now bad things were happening in New 
England. 

Now according to some reports if one were to take a look at the 
bank's 10 most troublesome loans, one would find the bank had de- 
viated from its general underwriting policies of procedures in most 
of those 10 cases. 
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For example, a bank which had a policy against making casino 
loans would make an exception for a special client or would grant 
signature loans in excess of normal practice. 

What is your opinion on this? 

Would you say this is an accurate assessment and what if any 
would be your observation? 

It does seem to me that some of the longstanding basic under- 
writing policies I understood banks just simply accept that as a 
matter of course, had to be dispensed with in the case that has 
then become national and glaring expose’ of bad banking practice. 
Would any of you have any comment? 

Ms. Shockley. I think it gets back to the quality of management. 
If you talk to management of some of the banks that are reporting 
exceedingly good numbers right now, they will tell you they simply 
don’t deviate from whatever their credit standards are and they 
don’t make exceptions. 

Whereas I think if you are looking at banks with poorer credit 
histories, what you are saying is absolutely true. If you look at 
some of the banks with the weaker numbers, and you look at their 
10 worse loans, they probably are each exceptions. 

Now, again, you have to look at this by region. If you are in an 
environment like New England where the economy is in free fall 
and nobody expected it to be quite as weak as it was, you could 
have been using reasonable standards a year or two ago. However, 
the environment is so overwhelmingly different now that good 
loans have deteriorated. 

I think what you are saying probably applies more in an area 
that is not in recession. 

The Chairman. Is this what they said in Texas and then later in 
Colorado? They said it wasn’t bad management at all, it was these 
forces that overwhelmed them. 

The repetitiveness with which the real estate markets dropped in 
value. To a certain extent, I can tell you — and you mentioned in 
your statement, the fact that the tax laws of 1981 encourage the 
type of investment, and in 1986, with the removal of so many of 
those tax credits benefits. 

I know in my area alone — but, of course, I also have been notic- 
ing and, in fact, reporting in Special Orders, because I couldn’t get 
any forum here on this level, the land flips and the highly, and, in 
fact, scandalously, and I would say fraudulently increased values, 
and how those values and land were being used to capitalize newly- 
chartered savings and loans, which then on the basis of that and 
very little cash, actually, advertised in the East and in the New 
York money markets exceedingly large packages of CDs, and 
brought in most of what a year later they were reporting was their 
capital structure. And that meant several million dollars or more. 

What was obvious in 1983, and particularly 1984, was that 
bubble had to burst. I new of one case and I reported it here, where 
an individual owned about some 15,000 acres. It wasn’t susceptible 
of any business investment or for that purpose — this individual 
told me — in fact, he asked me the question what was going on. I 
thought people used to go to jail for what is happening now. 

I said what do you mean? He said, well, I have been approached 
and they want me to put up my land. 



66 


j 

5 

( 


I 


4 

t 


j 


? 

J 

a 

\ 


I don't have to have any cash, and from an savings and loan — he 
said the thing that gets me is I bought that acreage at less than 
$800 an acre and they want to capitalize that at $15,000 an acre. 

So if that was true then, and I assume this businessman, when 
he asked me the question — I said, first place I am just a politician, 
I am not an investment counselor, but I would say on the basis of 
what you are telling me that people would still go to jail today if 
caught up with. 

Now, I said you may have a loosening of standards where it isn’t 
easy to catch, and 1 said I think I know where it is coming from, 
those loosening of standards, but I need not say anything because 
you wouldn’t be asking me if you yourself hadn’t prefaced your re- 
marks by asking the question. 

So obviously you know there is something wrong. But the truth 
is that you had very, very much of that, not just a little bit. And so 
that by December of 1980, which was after the approval of the 198(> 
reform package, the tax bill, you began to see a drop by the end 
the year. 

By the first quarter in March of 1987, we had registered better 
than 40 percent drop in real estate values in my area, San Antonio, 
Texas, and surrounding areas. 

Now Houston must have had much more of a severe drop be- 
cause there was that much more stress. And construction— real 
estate construction and so vou are correct when vou sav that the 
bill — the tax policies — and this is one of the things that I have long 
been very much concerned about. 

I think we in the Congress are proceeding very much like we did 
100 years ago. In fact, this committee was a result of the 1805 Na- 
tional Currencv Act and it was taken from the Ways and Means 
Committee and formed into the Banking and Currency Committee 

as it was know until recentlv. 

* 

The fact remains that today we share jurisdiction — for instance 
if we have anything that has to do with junk bonds or securities, 
we share jurisdiction with the Energy and Commerce Committee. 

On the other hand, no matter what we do here to reform, a tax 
bill can result in undoing everything we do here. So what I have 
been advocating for some time now is to have sort of a Congression- 
al intercabinet sort of intercommittee level where we would get at 
least these what I call the money committees and have them in the 
same direction, at least. Because I know that speaking from the 
housing situation— and I have been chairman of the housing sub- 
committee since 1981— that the tax bills had everything to do with 
what our housing policies were being formulated under authoriza- 
tion level. 

So we do have that as a problem, Mr. Cranmer, that we have no 
control over the tax policy as a commhtee, and up to now I regret 
to say that we have had very little cocrdination to where at least 
we could get together and say, well, this is where was want to go, 
and you are correct, there was a cause and effect, and it was pretty 
immediate, and it was, I think, in our area a very heavy contribu- 
tor to the S&L because the peculiar history in Texas was that 90 
percent plus of the S&Ls were State-chartered and stock. 
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Just the fact that they were State-chartered may or may not 
have been something, but they were stock and they were made to 
order for the high flying ventures. 

I noticed in your statement, Mr. Cranmer, that you say one of 
the thorniest problems for banking and lists these days is trying to 
determine the lost content of nonperforming assets. That is, how 
much will ultimately be written off, and you point out the histori- 
cal experience of early 1970’s where you had your writ bubble of 
that time. The only thing I might disagree there is that I can’t help 
but believe that was the handwriting on the wall and it did have 
an impact on what happened subsequently, but there you point out 
the percentage of loans that were construction-related, yet First 
Union, for instance, was able to weather that storm. 

Then I am very grateful to you in your prepared text how you 
differentiate between the Texas, Arizona, and New England, the 
impact of the real estate crisis on banks. 

I think the significant portion with respect to banking board of 
directors tend to be passive, and I am quoting, I think, the composi- 
tion of banking boards of directors often works to the detriment of 
the banking industry. It has been pointed out by banking stock in- 
vestors much smarter and well thinker than I that there is a curi- 
ous tendency for banking directors to comprise the best customers 
of the banking or else the cronies of management. 

Well, I think that has been historically true. To be on a bank 
board, as I understood it, you have to own stock in the bank, so it 
would be very difficult to figure out a businessman and especially 
if you have interlocking directorates who looked upon membership 
as just a passive thing rather than something that is passive to the 
general transactions but also something that perhaps he would find 
advantageous in his own personal way by virtue of that member- 
ship. 

I want to say that this is what we are looking at also by way of 
reform. This is the reason we have gone back and had hearings. 
We will continue to go back and survey some of the S&L deals but 
also some of the banking deals because we think that the time has 
come where we have got to, on a national level, address that issue 
so we are very much concerned about that. 

With respect to your concerns about trying to discern the com- 
plexity of regulatory activity on all of these levels, we are also very 
much concerned, and I have come to the conclusion that some of 
the studies that date back to the late 1960’s, the Hunt Commission 
study around 1969, I believe, 1970, and some of the later studies 
based upon a lot of hearings here, the FINE studies we had in 
hearings, one of the recommendations that came out of the Hunt 
Commission was that we ought to have a unified regulatory struc- 
ture. 

Of course, nothing was ever done by way of following through on 
those studies, but I firmly believe that we have got to address that. 
We have got to have cogency and some kind of unification in the 
regulatory spectrum, an umbrella. 

I just think that the time has arrived where that has to be con- 
sidered very seriously, and I hope to place that on the agenda for 
the committee. 
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I think your testimony this morning is most valuable. I won't 
comment any further, but I wanted to thank you very much, and 
particularly, Ms. Shockley, your statement about the implications 
of historically low valuations and your analysis, I think it is very 
valuable to us. 

Mr. McDermott, likewise, and with that, Mr. Kanjorski, thank 
you for your patience. 

Mr. Kanjorski. Thank you very much, Mr. Chairman. 

I will try not to extend the panel too much further, but I am just 
interested in asking, particularly Ms. Shockley, you are a stock an- 
alyst for banks, but are you also an expert in real estate or are you 
just studying real estate and gathering this as a second area 
source? 

Ms. Shockley. Well, certainly my job is to be an equity analyst. I 
have never made a real estate loan. I have never worked for a 
bank, but certainly if you are looking at bank stocks right now you 
have to attempt to learn a little bit about the real estate market. 

Mr. Kanjorski. Well, then my questions will be legitimate to 
you. 

I am very curious as to what your honest opinion is. Are we in a 
national real estate crash in the country or just a very limited re- 
gional area crash or do we have no crash occurring? 

Ms. Shockley. In my view, it is probably a limited regional crash 
that obviously is more severe in some regions than others. More 
importantly it is going to be much more severe with regard to some 
institutions than others because you can see plenty of examples of 
two institutions in the same market that are faring very different- 
ly today. 

Let’s just put aside New England for a moment. That clearly is 
in a recession Take a reasonably healthy market where there may 
be some over building but the underlying economy has remained 
relatively healthy. Yet, You will see institutions whose numbers 
are virtually untouched continuing to report exceedingly strong 
profitability, capital numbers, very low levels of nonperforming 
assets. Right next door you will see an institution whose numbers 
have deteriorated significantly. I think that is where we could have 
situations; OR let’s say a selected crisis for certain institutions. 

Mr. Kanjorski. In talking with some of the people, again moving 
away from New England, but in the New York market, some 
people recently have indicated to me their feeling that real estate 
prices have fallen somewhere between 10 and 12 percent just in the 
last year, and relating that to some of my prior experience in bank- 
ing and law, that is generally the equity someone comes into a 
proposition with and the rest is picked up in a mortgage. 

Is it reasonable to say that in the last several years, then, most 
of the equity has been wrung out of real estate transactions and 
projects in the New York Metropolitan area? 

Ms. Shockley. My thought would probably be no because the 
market may have declined 10, 15 percent in the last year, but I 
think it was going up very dramatically for a number of years 
before that. So unless you bought your house, co-op or your com- 
mercial real estate very recently, you have probably still have a 
significant amount of equity left. 



, Mr. Kanjorski. All right. But say the most recent commercial 
developments, the area Mr. Schumer is talking about is now 20 
^ percent vacant across the country. Those are real major problem 
|| areas in your opinion or not? In other words, what I am looking at 
^ is, when you look into consideration of the S&L assets that are on 
If the market, what may be on the market as a result of some fail- 
ures in banks or having to sell off the assets at tremendous losses, 
do we have an instrumentality out there to support the system or 
% should the Congress be looking at something like the old recon- 
struction finance corporation, sort of a third tier market to come in 
■ ' on a temporary basis to shore up this market before it tumbles and 
then eventually becomes an avalanche or isn't that possible? 

Ms. Shockley. Well, it probably depends whether or not we are 
going into a recession nationally. I guess that has been talked 
; about more in the last week or two than it was before that. 

Mr. Kanjorski. I have strong suspicions. What are your suspi- 
cions that we are, in fact, in a recession? 

; ? Ms. Shockley. You could absolutely be right. I think that is a 
very strong possibility. 

< Mr. Kanjorski. Taking that as an assumption that we are in a 
recession, that it would be a year, 18 months at least and could be 
more severe than just a simple recession, adding on the problems 
now with the Iraqi situation and now this underlying real estate 
weakness in the country, do you see any real major potential prob- 
lems? 

You heard the testimony here today from Mr. Clarke and others 
saying, well, we are in fairly good shape, we don't have a problem 
unless we have a recession, unless we have* an unusual emergency. 

It seemed to me like they were describing what we have unless I 
am missing something. 

Ms. Shockley. Well, for a select number of institutions, I think 
there could be a real crisis. If we going into a recession, there will 
> be more buildings that don't lease up and more houses that don’t 
sell and more developers that just can’t last that much longer and, 
therefore, go into bankruptcy procedures or have problems meeting 
obligations. 

Mr. Kanjorski. Do you see any problem in the banking area 
that we had in the S&L where appraisals weren’t really quite cor- 
rect and tin some instances were puffed appraisals? Do you see any 
snide dealings that have occurred? 

Ms. Shockley. I am not sure I have seen inside dealings, but I 
think there certainly have been cases where the appraisals may 
not have been quite rigorous enough. In other words, let’s say the 
OCC goes into a bank and does a targeted real estate exam. They 
find a significant amount of real estate loans that they want classi- 
fied as nonperforming. One of the big reasons is often that the ap- 
praisal was not really reflecting reality in their view, and, of 
course, if we go into a recession these appraisals will have to be 
updated just that much more often because the prices will be de- 
clining. 

Mr. Kanjorski. Do you see it as something that we saw in the 
S&Ls where there was actually conspiratorial activity, an inten- 
tional attempt to defratnLThe taxpayers or the government or is 
this just a poor business practice? 
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Ms. Shockley. I would have to say among the banks that I 
follow, I am certainly not aware of any situations where I believe 
they are attempting to defraud the regulators or their sharehold- 
ers. 

Mr. Kanjorski. We don’t have any hot shot go-go people in the 
banking industry? 

Ms. Shockley. There may be some. I don’t follow every bank in 
the country. All I can speak for is 

Mr. Kanjorski. Have you seen anybody packing their brief cases 
and their bags and hustling off and picking up bank charters re- 
cently as we saw in the S&L industry? That hasn’t occurred, I 
assume? 

Ms. Shockley. No, I haven’t seen that occur. 

Mr. Kanjorski. Now, where do you see the end of the real estate 
crunch? Do you see it potentially spreading nationwide? I have a 
suspicion myself that all of us have been watching the stock 
market as an indicator and that what we haven’t recognized is that 
the stock market is no longer a domestic indicator but a world indi- 
cator, and that the real — only valid indicator domestically any 
more basically is real estate and we have no developed market na- 
tionally; we have to look at regional markets because that is how it 
is laid out, and so I think that the only indication, we will get if 
something very severe is happening in the economy is in the real 
estate area and that we are getting those indications, but we per- 
haps have not been perceptive enough to recognize that they are 
not necessarily regional in nature but are nationally in nature. 

I will give you an example. New England, everyone agrees to, 
but New York also. I am talking to bankers in Pennsylvania. They 
tell me real estate is really in bad shape. I have talked to bankers 
in California. They tell me it is in bad shape. I have talked to 
bankers in the Southwest and in Texas, as the Chairman indicated, 
and it is in bad shape. I have talked to bankers in Florida. They 
tell me it is in bad shape. That sort of represents all over the coun- 
try. 

The same bankers aren’t necessarily feeding this into a common 
market or a common disclosure form, but to what i see, we have 
low and falling prices, almost free fall prices in some areas, and 
putting that together with the S&L crisis, where there is massive 
amounts of hundreds of billions of dollars or more of real estate 
that we are throwing on the market, I am just wondering whether 
we aren’t fueling a fire of a real national crash in real estate and 
that that supports so much more even than just banking or just 
S&Ls. 

As I indicated, we have just gone through hearings in FHA, and 
we are talking now about whether or not we should require two- 
tenths of 1 percent equity in a deal for homes. Is there reason for 
that when we have a 20 percent vacancy rate? 

Are we coordinated or should we be looking for more equity or 
doesn’t this matter? Should we be examining how much of the 
portfolio of real estate in the country of insurance companies hold 
that aren’t showing up in bank portfolios but in effect may show 
up later on several years down the road when payments are re- 
quired on insurance policies? 
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__ Do we have a problem in the pension funds that are highly 
vested in mortgages and other real estate investment? 

I don’t know. We don’t seem to be getting this type of informa- 
tion, though, from the regulators because they have become very 
narrow in their scope, and they examined banks, particular banks, 
and particular problems and not broad-scoped problems, so I 
happen to be one of the people that urge the Congress to form a 
\ very broad examination of this whole market, looking at the S&L 

i industry is not an industry that is only as a result of fraud, misuse 

and abuse, but had some underlying systemic problem there that 
may be reflected in these other areas, 
j We haven’t gone to that State, but what would you think? Am I 

i perhaps overly pessimistic about this whole problem or is there 
I some semblance of fact out there that would reasonably cause us to 
i examine these other areas and look at them? 

| Ms. Shockley. I would guess if we go into a recession, depending 

| on the severity, that the real estate situation in the country as a 
f whole could get significantly worse. 

r Now, again, it is going to get significantly worse by region. I 

: think, as Jim said a minute ago, it is not as likely to be as bad in 

f the Midwest because prices never went up dramatically. There was 

\ noi a lot of over building and therefore the region doesn’t lend 

| itself to a crash. However you talked about California, Florida, 

! New York, and, of course. New England, and Pennsylvania. All of 

[ those areas really did have very dramatic escalation in prices 
I which generally spurs a lot of building. Clearly there ismore vul- 
| nerability where overbuilding occurred. 

Where there is overbuilding and resulting over capacity and fall- 
ing prices you can have problems. Certain regions could have much 
more serious problems than is apparnet now, and obviously affect 
many more banking institutions. 

Mr. Kanjorski. In the bank area — particularly 1 have some in 
Pennsylvania — I have noticed— as a matter of fact. I look like a 
genius, Mr. Chairman, I became an executor of an estate a year 
ago, and the primary resources of the estate were bank stock, and I 
determined to make the judgment to sell them and put them into 
government secured transactions, and it just so happens that stock 
today is worth about one-third of what it was a year ago, so I 
prided myself as being a great investor in bank stock or getting out 
of bank stock, but now that being the case, taking — this stock hap- 
pened to be $45 last summer. It is now selling at $15. How much 
lower can it go? I mean, I am just astounded to see that type of 
free fall, and yet the market, the real estate market has really not 
yet stopped. It is still going down, massive amounts of vacancies, 
bad loans out there. 

Where would you say we are going out there? Is the market over- 
reacting or is the market truly reflecting the value there or is it a 
tremendous buy at this point? 

Ms. Shockley. Traditional analysis — would suggest that this is 
as low as they are going to go. Although, as we know, the environ- 
ment changes, sometimes structurally. Typically bank stocks un- 
derperform in a recession. However, what bank stocks have been 
saying since last October is for them the country is in a recession, 
and therefore they have taken a major move downward. 
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Do you want to know if, in our view, are they good buys right 
now? I think you have to very selectively look at different institu- 
tions. If you have a long-term perspective and you go after very, 
very strong bank stocks at the moment, they are probably exceed- 
ingly good buys and you are going to make a lot of money. 

I don’t know what institution you are talking about right now, 
but there are a lot of them that have come down that much that 
still have very, very strong fundamentals, yet their stock prices 
have been affected negatively by what is going on. These could be 
exceedingly attractive long-term investments at current prices. 

On the other hand, there are a lot of institutions, as we have 
talked about a little bit already, are very negatively affected al- 
ready and probably will be even more negatively affected before 
things bottom out. Indeed some may not be around and your equity 
could go to zero. So I think selectivity is the key. 

Mr. Kanjorski. I have talked to a lot of bank executives and for 
the first time they have indicated great worry to me. 

As a matter of fact, I had one come up to me at a conference just 
several weeks ago and called my attention to the CD picture, that 
what is happening now in banks is not dissimilar to what hap- 
pened in savings and loans 3 and 4 years ago, that for purposes of 
liquidity they were going out and offering tremendously unsound 
return on investments because they needed that money. 

And every day I open up the paper; I see here rates for CDs and 
much more aggressive advertising to get those rates. And I am just 
wondering, is that indicative of what happened to the S&Ls? We 
have the same striving for liquidity and hold for price interest to 
be paid, and is there another government bailout at the end of that 
rainbow potentially if there is a problem? 

Have you looked into that at all? 

Ms. Shockley. Well, it is hard to look into because we don’t 
know what is going to happen. There probably is a correlation, 
even in the banking industry, between those institutions that may 
be a little more desperate for funds and those that are offering to 
pay people higher rates than some of their peers. 

That did lead to trouble in the S&L industry. Since we know that 
there are some banking institutions that are likely to get into trou- 
ble if we go into a recession, one might be able to see some correla- 
tion between what come institutions are offering for deposits and 
deteriorating levels of nonperforming assets, capital ratios, and so 
forth. 

Mr. Kanjorski. Would you think that perhaps this $100,000 de- 
posit insurance limit should be looked at much faster than the 
Treasury seems to be reacting to it, with the idea you seem to 
attach a lot of credence to, that the management of each bank has 
to be looked at. 

When you have $100,000 deposit insurance and you are looking 
to the government to pay rather than the bank, people don’t really 
care, but would it be to our advantage to force some control into 
the marketplace and force investors and people to care a little bit 
more responsibly about who the management is of that particular 
bank and what their judgments are and how their portfolios are in- 
vested and should we encourage or should the Congress take some 
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quicker activity here on the deposit insurance question or is that 
not significant? 

Ms. Shockley. In my view, that would be an exceedingly positive 
move. I think that should be looked at as quickly as possible and 
with the view of perhaps some changes. 

In a lot of cases, the free market breeds some effective regula- 
tion. 

Mr. Kanjorski. We have really gone overboard in providing this 
tremendous amount of insurance to a large number of people who 
can broker their deposits. You agree, we have gone far beyond 
what the original intent of deposit insurance should have been, 
could be, and is in good practice in a free market economy? 

Ms. Shockley. That is possible. I am not sure exactly what the 
original intent was, but I think that is possible. 

Mr. Kanjorski. I guess the last question, and I don’t want to tie 
the Chairman or the panel up, but Mr. Clarke today and the regu- 
lators’ testimony to me has not been much different than what the 
S&L regulators used to come up here and regularly say to us, sort 
of like not to worry, we have it all under control, and everything is 
going to work out well, and if we do have any problems, they are 
minuscule, just a few billion here, a few billion there, until we 
opened up Pandora’s box. 

Unfortunately, I am not going away with as happy a reaction to 
today’s testimony because I really don’t have any faith in the regu- 
lators any more, that they absolutely know what they are regulat- 
ing, not that they are not doing honestly, but that they know what 
they are regulating. 

Would you give us a view? Should the Congress be more in- 
volved, get more micro-management in this problem or shall we 
just lay back and take the word of these regulators that you heard 
today and say, well, until they tell us we have a problem, we have 
no problem? Do we have an obligation to do more than we are 
doing in your estimation? 

Ms. Shockley. It certainly couldn’t hurt. 

Mr. Kanjorski. I see. That is a good response. 

Thank vou very much, Mr. Chainnan. 

The Chairman. Well, thank you, Mr. Kanjorski. 

I believe that those are very important questions. We simply 
don’t know what bank conditions are. We just don’t have statistics. 
I think you have come about as close — I think Mr. Cranmer in 
his — Mr. Kanjorski, in his written statement, has not only a very 
apt and succinct narration of S&L t but where we are now with re- 
spect to the banking, and I think if you look at his statement, and I 
would advise strongly because in effect he has anticipated some of 
your questions here, the response of thrift managements to the 
State of affairs was to roll the dice and bet on increasingly risky 
investments, which is exactly what I think we are beginning to see 
in the case of banks. 

If they didn’t work out, the FSLIC, the insurance fund, and the 
taxpayers picked up the tab, and the others were no worse off be- 
cause their thrifts had been insolvent to begin with. 

Heads, you win; tails, the FSLIC loses. 

What permitted these unscrupulous but entirely rational inves- 
tors to engage in these practices was the government’s deposit 



guarantee, which is what you are getting at. The people who fi- 
nanced their ventures, hot money depositors, were indifferent to 
the credit profile of the institution. 

Depositors in those thrifts, many of whom were lightly sophisti- 
cated, couldn’t have cared less how their funds were being invest- 
ed. They were advertising high yields. Supporters of the mark to 
market approach argue with justification that if these thrifts had 
been marked to market, shown to be insolvent and shut down early 
on in the game, taxpayers and the deposit insurance funds would 
have been saved tens of billions of dollars. 

It is easy to extend this argument to today’s commercial banking 
industry. As discussed above, the industry undeniably has very se- 
rious real estate problems which take years to work out or 
through. 

Proponents of marking to market contend that removing trou- 
bled commercial banks from the industry now by marking their 
portfolios to market will preclude the profligate dice rolling that 
characterized the thrift industry and will save taxpayers further 
billions. 

While this theory has lots of logical appeal and much theoretical 
validity, we think that it has serious shortcomings when applied in 
practice. We support, but we cannot prove, that this mark to 
market discipline has been embraced by regulatory authorities in 
recent bank examinations. 

And let me sav, Mr. Cranmer, I have concluded more than sup- 
ported that this is a case. For one thing, Generally Accepted Ac- 
counting Principles for all this weakness is also founded on the 
concept business entity as a going concern and makes an implicit 
assumption about the future viability of that entity. 

Mark to market accounting conversely assumes that the entity 
must be liquidated today. We don’t know many of the companies 
that would be worth stated book value if forced to liquidate imme- 
diately in today’s market, but the foundation for our observation *o 
mark to market is our assumption that bank regulations should be 
as countercyclical as possible. It should not be procyclincal. That is, 
regulations should work to darken the excesses of a speculative 
boom and cushion the impact of a market downturn. 

It seems to us that the marking to market of bank real estate 
loan portfolios accomplishes just the opposite. It reenforces both of 
those trends specially when applied to real estate loans. 

I agree thoroughly with that analysis, Mr. Cranmer. I think that 
the one big red flag in the case of the 1982 Garn-St. Germaine Act 
was when I saw f that sentence that said regulatory accounting prin- 
ciples, and when I asked, well, is this usual, has this been the 
standard phrase, and why is it here, and nobody seemed to answer 
very w r ell. I knew r that room was being made to play around legisla- 
tively, and in an attempt to legislatively try make solvent an insti- 
tution that was insolvent, and, of course, the consequences that we 
all know about now, but I think that you really have anticipated 
our questions, Mr. Cranmer, and very succinctly have responded to 
them and I think very accurately. 

The Chairman. I think as far as our work up here, Mr. Kanjor- 
ski, we do have to have some more knowledge in order to be able to 
knowledgeably legislate on standards, which I think is what we are 
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going to have to do, regulatory. And regulatory framework, I think 
it is long over due. 

As I said earlier, what I heard from the regulators today could 
have been taken out of their notebook in 1966 when we had the 
first credit crunch in June, and then later in 1968, and 1969, and 
then later in 1970, and 1971, when we went into the wage and price 
controls. 

It is really basically no different. They are really not telling the 
- Congress anything that it must have noticed, you know, just what 
needs to be done on the policy-making level. 

In answer to your question, I would say that we don’t have the 
ability, we are not wo r kers, we are not in the business as we are in 
a lot of other businesses that we legislate on. 

And so unless we are informed, maybe the best thing that has 
happened is that the Congress has — if it isn’t informed. 

So we are especially grateful to you today. You have been most 
responsive and most patient. 

You have sat here through most of the day, at least since 11:00 
and we are very grateful to you. 

We probably will have Members submitting questions in writing 
to you. 

By the time you receive the transcript of these proceedings, 
which we will send to you. 

[The information referred to can be found in the appendix.] 

The Chairman. Thank you very much. 

We are sincerely and truly grateful to you. 

The committee will stand adjourned until next week, Friday, the 
14th, in this hearing room. 

[Whereupon, at J:35 p.m., the hearing was adjourned.] 
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OPENING STATEMENT 07 HENRY B. GOMSALB1, CHAIRMAN 
HOUSE COMMITTEE ON BANE I NO, FINANCE AND URBAN AFFAIRE 

HEAR I NO OM COMMERCIAL REAL ESTATE LENDING PROBLEMS 

August 9, 1990 

This morning the Committee starts peeling bacJc the covers on growing 
problems in the commercial banking industry, particularly in real estate 
lending. 

The savings and loan crisis -- with its megabuck costs — has obscured 
developments in the banking industry and the deteriorating condition of the 
insurance fund that guarantees bank deposits. 

As Chairman, I am determined that problems in the financial industry be 
dealt with and not hidden and rationalized. The savings and loan scandals 
grew in the dark basements of official Government secrecy and the facts did 
not reach the American public until the problems became massive and 
unmanageable . 

Thanks to the savings and loan crisis, we know now that the American 
taxpayer is the ultimate fall guy for regulatory failures among insured 
institutions. The public is the financial industry's safety net. Yet, the 
public seldom gets the fact 3 — the real facts — until it's time to pay the 
bill . 

It is essential that this Committee understand how the regulators are 
handling the growing problems in commercial real estate lending. In an 
effort to gain this knowledge, I urged that the regulators and key New York 
City banks discuss how $2 billion of loans to Donald Trump and the Trump 
Organization — and the subsequent restructuring of this debt -- were managed 
and regulated. 
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Details of the loans and restructuring have been spread across the front 
pages of the daily newspapers and have been proninent itezns on the evening 
television news. 

But, the regulators are thrown into near convulsions by the thought that 
they would be required to discuss the broad outlines of how they approached 
.he Trump-bank problems. At this point, I'm not even sure they will concede 
chat they have heard of the man. 

This "A1 ice -in- Wonder land** approach to the world around them is made 
even more incongruous by the fact that another Government agency -- the 
Securities and Exchange Commission — collects and makes public data about 
problem loans of bank corporations whose stock is publicly traded. 

The SEC -- which lacks bank regulatory powers -- released filings by 
Manufacturers Hanover Trust Company of New York in late June which led to 
the revelation that the bank was holding about $157 million of non-performing 
loans to the Trump Organization. Clearly, neither the bank nor the 
regulatory agencies slipped into the East River on the basis of this 
revelation . 

But, ask the people who should know -- the bank regulators — and they 
cover their mouths, eyes and noses and fall dead silent. Not unlike the 
responses of M. Danny Wall who never gave us the real facta in his three and 
a half years as chief regulator of the savings and loan industry. 

A leading business publication that has been tracking the Trump loans 
closely says: "The Bankers were so eager to lend to Trump that they were 
practically spraying him with money..." The publication also quotes a 
developer as sayirg: "The bankers got mesmerized. They thought it was 
almost an honor to lend to Donny," 

If this was the banks' scientific approach to the $2 billion of Trump 
loans, we need to know what the regulators did in response and when they did 
it. Maybe the regulators, like the banks, were "mesmerized" by the glamour 
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and glitter of the Trump operations. 

Obviously there are Billions of snal ler-than-Trump borrowers across the 
nation. We are hearing increasing reports that small and medium sized 
businesses, as veil as home buyers, are being hit by a true credit crunch. 
This group must have some real questions when they see headlines about 
billions of dollars — plus restructuring — going to the Trumps of the 
nation. 

When the Committee conducted field hearings in Texas in June, the bank 

regulators were quick to deny that there was a credit crunch among the small 

and medium sized borrowers. But, no sooner had we returned from the field 

hearing than the Secretary of Commerce, Robert Kosbacher, was quoted in the 

Wall Street Journal as saying the nation was caught in a serious credit 

crunch that extends well beyond the real estate industry and appears to be 

worsening. Secretary Mosbacher went on to say: 

M It [the credit crunch] is serious, and it appears to be 
exacerbating. It's not just real estate people. Real estate is 
very serious. But is also has to do with small and middle-sized 
businesses, high-tech, across the board, [businesses] who are 
trying to get loans and can't." 

So, on the one hand we have reports that the multi-billion dollar loans 
-- like those to the Trump Organization -- are being handled somewhat 
casually. On the other hand, there are increasing reports -- ranging from 
small businessmen and consumers to President Bush's cabinet -- that the 
smaller-than-Trump borrowers are facing much stiffer tests at the loan 
windows. The regulators before us this morning are in a great position to 
give us the facts on these competing claims. 

I also want to remind the regulators that this Committee is preparing 
for an intensive series of hearings in mid-September on reform of the deposit 
insurance system. As I have expressed for many months, I am very concerned 
about the condition of the bank insurance fund and we cannot await 
repetitious and long-winded studies to act decisively. But, we cannot act 
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without the facts that the regulators have locked in their file cabinets. 
You -- the regulators — oust provide the Committee with the hard-nosed 
information if we are to make rational decisions about the shape of the 
insurance funds for the future. Blank checks with no questions asked are 
going to be things of the past for the regulators. The taxpayers, faced with 
the enormous bill for the savings and loan mess, simply will not allow it. 

I deeply regret the refusal of Citibank, Manufacturers Hanover, Bankers 
Trust and Chase Manhattan to appear here today to help us understand the 
banking problems. These are all banks operating with taxpayer-backed Federal 
insurance funds and the benevolence of much of the regulatory machinery. 
These banks have a public obligation which they have chosen to dodge here 
today. Similarly, we had hoped that Donald Trump would see an obligation to 
be here today. He, too, has declined the invitation. 

I do want to thank the regulators on our first panel — Robert L. 
Clarke, Comptroller of the Currency; John P. LaWare, Governor, Federal 
Reserve Board and Chairman of ♦’he Board's Committee on Supervision; and Peter 
M. Philbin. Deputy Superintendent of Banks, New York State Banking 
Department. Gentlemen, ve hope you will be responsive to our inquiries this 
morning. 

I want to express my special thanks to the private analysts who will 
appear on our second panel -- James J. McDermott, Jr., Executive Vice 
President, Keefe, Bruyette & Woods, Inc. ; Lacy ShouMey, Vice President of 
Research, Smith Barney, Karris Upham & Company; and Charles K. Cranmer, 
Analyst, shearson Lehman. Their testimony will be most helpful in the 
Committee's effort to understand the conditions that impact on the banks in 
the marketplace. We deeply appreciate your voluntary cooperation and that 
of your individual firms. 
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Representative Jim teach 
before the 

Committee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
August 9, 1990 


Mr. Chairman, I want to commend you for holding these hearings 
today on the financial problems facing the commercial banking industry. 
The recent slump in coastal real estate markets, coupled with the 
continuing problems associated with LDC loans, highly leveraged 
transactions, and the prospect of oil driven inflation, evidence or 
foretell serious problems with the banking industry in general, and 
money center banks in particular. 

Chairman Seidman's recent announcement that the FDIC's fund may 
lose $2 billion this year, leaving the fund at the lowest ratio level 
in its 57-year history, highlights these problems. 

Since the FDIC announcement, the financial sector has been further 
weakened by the Iraqi invasion of Kuwait, which could precipitate 
further strains on the economy, particularly international banking. 

Given the precar iousness of the economic circumstances, it could 
not be more appropriate for this Committee to insist that regulators 
understand their obligations to the taxpayer. As the S&L debacle 
illustrates, failure to regulate prudently and on a timely basis can be 
costly to society. 

Three aspects of the thrift regulatory failure would appear ^ 
particularly relevant to commercial banking today: 1) Inadequate 

capital ratios allowed S&Ls to overleverage depositor resources; 2) 
Imprudent accounting practices masked the depth of industry problems? 
and 3) Regulators failed to understand the speculative impact of new 
powers granted the industry, particularly those related to direct 
investments and junk bonds. 

The distinction between thrift and more rigorous bank regulation 
has come to be widely understood. Less understood are the different 
regulatory standards that have developed over the past several decades 
between big and small banks. 

Historically, it was believed big banks needed less regulation as 
they had more diverse assets and more sophisticated management. It now 
appears money center banks are in difficulty because of regulatory 
indifference to capital ratios, because of phony book-keeping, and 
because the competitive framework has changed to the marked 
disadvantage of larger banking institutions. Before turning to capital 
issues, let me mention three competitive difficulties facing big banks. 

First, regional banks and in many cases smaller banks can provide 
all the essential services money center banks can; in fact, banks in 
rural communities have more rights to provide more financial services, 
such as insurance, than money center institutions. 

Second, large banks which traditionally do business with large 
corporations have found that these corporations no longer rely on bank 
borrowings but can raise money by selling commercial paper and other 
debt instruments. 
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Third, investment banks as well as foreign commercial banks have 
come to compete for the same big business clients as finance becomes 
more homogenized and trade becomes more internationalized. 

Accordingly, money center banks in the 1970s looked for 
governmental business as a salvation arguing that sovereign guarantees 
provided ironclad risk avoidance. Believing that it would be much more 
difficult to attach Brazil than Iowa farmland, and believing asset 
growth in banking was being skewed to the weaker, albeit larger, banks, 
and to foreign rather than domestic customers, I introduced legislation 
over a decade ago calling on the Federal Reserve, in concert with 
other central banks, to develop stronger capital ratios for larger 
banks and/or impose reserve requirements on international lending 
obligations. Such an approach was eventually developed, although in a 
fledgling fashion, with the Basel accord. 

In hearings held on the legislation I introduced in the late 
1970s to impose more prudential standards for international lending, 
representatives from money center banks objected strenuously to greater 
regulatory oversight. Representatives of Citicorp, Morgan Guaranty, 
Chase Manhattan and Bank of America, backed up by the Treasury and Fed, 
assured us that their banks had sound foreign asset portfolios and 
that diversification of lending implied no need for capital standards 
equivalent to those required of smaller banks. 

The experience of the last decade would seem to indicate that if 
it weren't for the thrift debacle, more glaring attention would be 
focused today on the greatest banking mistake since the 1930s. 

Despite warning signs, growth-at-al 1 cost, f ol low-the-leader banking 
produced a doubling in LDC lending from 1979-1982. Subsequently, money 
center banks have battled to stay solvent, employing dubious book- 
keeping and de facto regulatory forbearance to maintain their banking 
charters . 

One of the principal impulses to imprudent lending a decade ago 
was the temptation to recycle potro dollars, to put off to future 
generations the societal cost of higher oil prices. Hopefully, an 
analogous impulse won't lead to similar imprudence in the coming 
decade . 

Today's real estate problems are symptomatic of larger macro 
economic problems in the U.S. economy. They are also symptomatic of 
the difficulty large banks have in knowing their customers as well as 
their balance sheets. As the Trump episode would seem to indicate, it 
appears smaller banks have much better comprehension of the human 
dimension of entrepreneurship and much more prudential standards when 
it comes to requiring collateral and responsible leveraging ratios for 
small loans than big banks have with their customers. 

At issue in money center banking are the leveraging ratios and 
capital positions of institutions which carry deposit insurance as well 
as the judgment of the ..arvard MBAs who seemed to have collectively 
concluded over the last several decades that neither foreign potentates 
nor domestic billionaires-on-the-make needed to put anything except 
their or their country's name down as collateral. 

Although he came to the Federal Reserve Board as vigorous 
proponent of deregulation, Mr. Greenspan is to be commended for 
coming to recognize the regulatory as well as the money supply 
responsibilities of the Federal Reserve Board. Just as the traditional 
small bank requires its customers to put up more capital when business 
weakens, it is imperative that regulators require commercial banks to 
put up mere capital when their business weakens. 

Some big banks may theoretically be too big to fail, but no bank 
should be too big to regulate. Some money center banks, such as Bank 
of America and Manufacturers Hanover, have launched impressive efforts 
to strengthen their capital in the last few years by selling assets and 
equity and restraining asset growth. But virtually all the larger 
banks now have debt ratings lower than many of their customers. Given 
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the importance of the confidence factor in banking as well as the 
overleveraging that exists in the economy, it would appear that the 
larger banks need more capital. 

Here it should be stressed that there is no substitute for 
raising capital the old fashioned way — through earnings or the sale 
of stock. Preferred-debt instruments may serve as an extra cushion 
between the taxpayer and the insolvency value of a failed institution, 
but preferred debt is more expensive than the cost of deposits, which 
implies that institutional earnings may be weakened in direct 
proportion to holdings of preferred debt. From a governmental 
perspective -- i.e. the taxpayers -- it is clear that banks need more 
real capital and that, despite the implications for shareholder 
dilution, and for below book value equity offerings, money center banks 
should sell more stock rather than buy more loans. 

It should be understood that financial regulation dictates or 
tilts economic growth in the world. As S&L lending has shown, if one 
state has weaker regulation than another state, deposit growth is 
spurred in the state with weaker oversight. Likewise, in banking, if 
foreign loans can be more leveraged than domestic, lending is spurred 
abroad rather than at home. As the LDC debt overhang has taught us, 
the imposition of firmer, more equitable standards yesterday would have 
meant savings for our financial institutions and overall economy today. 
It also would have meant that the macroeconomic judgments that went 
into America's pro-import, anti-export mix of fiscal and monetary 
policies of the early and mid-1980s might have been different. 

After all, Washington understood that the only way the 
international monetary system could continue without massive 
governmental infusions of capital was for the foreign countries to 
which private banks recycled petro dollars to develop, through trade, 
dollar resources to pay back their debts. The only way this could be 
done was for these countries to export more to us than we to them. 
Hence, because of private sector banking decisions to increase 
lending abroad, growth followed loans, and trade deficits followed 
regulator-induced mis judgments . 

I raise all of this in the context of the need for responsible 
regulation in banking, regulation that is even handed, regulation that 
applies to large as well as small banks, thrifts as well as commercial 
banks, foreign as well as domestic institutions. 

The problems in the savings and loan industry are unlikely to be 
matched in commercial banking, but serious strains may be placed on the 
insurance fund if regulators do not continue to press for more 
prudential leveraging ratios and more careful judgments on lending 
standards . 

In particular, I am concerned that there is little give in the 
system and that what appears to be a new oil shock coupled with multi- 
billion dollar losses associated with Iraqi defaults could put an 
untenable stress on international banking. 

Capital ratios that are appropriate for average times, for an 
industry with an understood purpose and understood profit centers, may 
not be sufficient for un-average times, for an industry without a 
clear mission, without clear profit centers. If LDC lending looks 
bleak, if real estate values weaken, particularly in New York and 
California, if the economy turns down and inflation resurfaces, the 
case for a stronger capital cushion quanturoly increases. 

I look forward to the comments of the regulators on how they are 
responding to the economic difficulties associated with the original 
reason for this hearing as well as the new problems associated with 
recent developments in the Middle East. 


* * * 


3 



84 


For Release: 

August 9, 10:00 a.m. 
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ROBERT L. CLARKE 
COMPTROLLER OF THE CURRENCY 
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COMMITTEE ON BANKING, FINANCE, AND URBAN AFFAIRS 

of the 

U. S. HOUSE OF REPRESENTATIVES 
August 9, 1990 


Mr. Chairman and members of the Committee, I am here at your 
request to describe how the Office of the Comptroller of the 
Currency oversees the real estate lending practices of national 
banks. In addition to the Committee’s general interest in real 
estate lending, the Committee has raised specific questions about 
the methods used by banks to restructure troubled real estate 
loans. The principal reason I am here today is to reassure the 
Committee that troubled loans of all sizes and types are being 
treated by the OCC in a fair and even-handed manner, and we 
expect that banks will deal with such loans in the same way. 

The Congress has recognized the need for the OCC to treat 
the information that it obtains in the examination process as 
highly confidential. It has been the OCC's long-standing policy 
not to divulge examination data or other financial information 
that specifically identifies any individual bank or borrower. I 
will therefore confine my remarks to the general procedures that 
the OCC uses in reviewing real estate loan portfolios. 

My statement begins with a brief discussion of market 
developments over the past few years that led to the current 
weakness in the real estate portfolios of many commercial banks. 
The principal thrust of my statement is a discussion of the 
methods used by the OCC to supervise real estate lending. 

DEVELOPMENTS IN REAL ESTATE MARKETS 

While real estate lending has traditionally been more 
closely associated with savings and loan associations than with 
commercial banks, banks have for many years been significant 
sources of residential mortgage loans, as well as the largest 
source of construction loans for both multi-family residential 
and nonresidential property. Thus, commercial bank involvement 
in real estate markets is not a new development. 

In recent years, however, banks have turned increasingly to 
real estate lending as a source of revenue. This is part of a 
broader trend in banking, stemming from the gradual evolution of 
traditional banking markets and from restrictive statutes, such 
as the Glass-Steagal 1 Act, that have made it difficult for 
commercial banks to retain traditional customers in a changing 
marketplace . 
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For example, the rapidly growing market for commercial paper 
has permitted many middle to large sized corporations, which 
formerly would have relied on bank loans for their financing 
needs, to access capital markets directly. Commercial banks, 
significantly limited in their ability to underwrite corporate 
securities or otherwise provide the credit enhancements that the 
market demands, have been unable to compete on equal terms for 
these customers. Consequently , the customers have, for the most 
part, left banks for securities firms, which are not so 
restricted. On the retail side, money market mutual funds have 
drawn away core deposits, driving up the cost of funding for 
commercial banks. 

Confronted with the erosion of their traditional lines of 
business, banks have sought to expand other sources of revenue. 
Real estate lending has been a very attractive source. In the 
past ten years, real estate loans outstanding at national banks 
have more than tripled, from $140 billion in 1980 to $475 billion 
in the first quarter of 1991. In 1980, real estate loans 
accounted for less than one quarter of total loans. In the first 
quarter of 1990, they accounted for more than 37 percent of total 
loans . 


During the past five years, there has also been a shift in 
the composition of real estate lending. While residential 
mortgage lending remains the largest portion of real estate 
lending by commercial banks, construction and development lending 
has been increasing in volume. Both the increased concentration 
of real estate lending in their portfolios, and the increased 
emphasis on more speculative construction and development loans, 
have made commercial banks more susceptible to downturns in the 
real estate market. 

The Economic Environment 


The OCC continually monitors the economic environment for 
indications of changes that may lead to supervisory problems, and 
we encourage banks to do the same. In 1987, when we saw 
indications of softening in some real estate markets outside the 
Southwest (which had experienced problems earlier), we began to 
review the real estate lending practices at a number of the banks 
operating in those markets. We stepped up those efforts in 1988. 
In that year, OCC examiners in our Southeast District examined 
the real estate lending practices at 13 of the regional banks 
that had the largest exposure to real estate in the district. 

The examiners subsequently met with the chief executive officers 
and members of the boards of directors of those banks to discuss 
the specific findings of the examinations, the softening real 
estate market, and the need for prudent real estate lending 
standards. Our examiners emphasized the need for improved 
lending standards and controls, and the potential for losses if 
current weaknesses were left uncorrected. 
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To communicate these concerns more widely to the banking 
industry, later in 1988, the OCC sent an advisory letter to the 
chief executive officers of all national banks (numbering about 
4300 at that time), warning about the potential risks of 
excessive concentration in real estate lending and citing some of 
the deficiencies which we had discovered in our examinations of 
regional banks. The message we delivered was that real estate 
lending itself does not entail undue risk. However, if proper 
underwriting standards are not employed, if sufficient control 
mechanisms are not put in place to allow management to understand 
levels of risk, or if data supplied to management are incomplete 
or outdated, then there is the potential for substantial risk. 

In 1989, softening regional economies, coupled with 
indications of overbuilding in many cities, led to increased 
concern aoout th'; quality of real estate loans. Beginning in the 
spring of and continuing into 1990, our examiners have 

conducted comprehensive examinations of the real estate 
portfolios of a number of national banks. The increases in loan 
loss reserves that resulted from these examinations, and their 
effects on bank profits and bank stock prices, have been widely 
reported in the national press. 

When real estate markets become overbuilt, declining rents 
or the unavailability of tenants or customers can reduce the 
credit-worthiness of otherwise sound and well-managed projects. 
Under these circumstances, prudent bankers will choose not to 
finance some projects that would have received credit in more 
favorable economic circumstances. 

There have been reports that some bankers have reduced their 
lending to credit-worthy customers as well. While this problem 
does not appears to be widespread, we have taken steps to deal 
with possible overreaction to market conditions and regulatory 
scrutiny. At the same time that we are urging banks to recognize 
existing problems in their portfolios, we are encouraging them to 
make loans to credit-worthy borrowers. I have been delivering 
this message personally throughout the country to bankers, 
businessmen, local leaders, members of Congress, and the press; 
and I believe the message is being heard* 

We have also taken steps to ensure that OCC examiners deal 
with real estate lending problems consistently and even-handedly . 
Examiners-in-charge from multinational and large regional banks 
throughout the country were brought to Washington last week to 
attend a conference conducted by senior bank supervision managers 
on real estate lending examinations. The OCC has also produced a 
videotaped discussion of real estate lending issues which will be 
shown to OCC examiners and bank managers. Written guidance for 
examiners on real estate lending, which is now embodied in a 
number of banking and examining circulars, is being clarified and 
consolidated in a supplement to the Comptrollers Handbook for 
National Bank Examiners. And, of course, the OCC always 
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encourages any banker who has a question or a complaint about our 
examinations or our policies to come discuss the matter with us. 

OCC SUPERVISION 

It is important, given the recent public attention focused 
on our examinations, to understand the OCC f s role in reviewing a 
bank's loan portfolio. Our job as bank supervisors includes 
three important tasks. First, we ensure that banks adopt and 
adhere to sound credit practices. Second, we ensure that their 
books accurately reflect the value of their assets and 
liabilities. And third, we ensure that national banks establish 
management systems that are capable of tracking bank activities 
and can reasonably anticipate and adjust to changing market 
conditions . 

As part of this process, we expect bankers to have 
mechanisms in place to conduct their own asset quality reviews. 
Ideally, an OCC examiner should then only have to check to see 
that the mechanisms exist and that they are performing as 
intended. But in a less than perfect world, we often find faults 
that bankers have not recognized. We then take whatever steps 
are necessary to make bankers recognize them. 

We work to ensure that banks accurately report the condition 
of their portfolios and maintain reserves that are adequate to 
protect against anticipated losses. In addition, if loan quality 
or other problems result in a bank's having inadequate capital, 
we work with the bank to help it develop and follow a credible 
capital restoration plan that will get it back to health. 

At the same time, supervisors must be willing to close banks 
that cannot survive in a competitive market. Banks are not 
public utilitiesj they are, first and foremost, private 
businesses. Like other private businesses, some banks will fail. 
Failures are not necessarily a reflection of the quality of 
supervision that banks receive. Indeed, if bank supervisors 
guarantee that even the poorest management will be able to 
succeed, the banking system will become very inefficient. What 
we must do is allow banks to fail, but in a manner that ensures 
that it is the shareholders' money that is at risk — not the 
deposit insurer's or the taxpayers'. Bank supervisors achieve 
that result by enforcing strong capital adequacy standards, and 
by closing banks when they become insolvent. 

Bank Examinations 

The supervisory process is complex and requires a great deal 
of judgment. Not surprisingly, there has been a great deal of 
confusion and misinformation about the purpose of bank 
supervision, the methods we employ to determine the need for an 
examination, the examination process, and the criteria we employ 
in assessing the quality of a loan portfolio. Consequently, it 
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is important for the Committee to understand how we go about our 
examinations . 

The OCC strives to assure that a bank's management has an 
understanding of its institution's condition that is true and 
reasonable and that management's decisions reflect this true and 
reasonable understanding. Bank management must be able to 
support its credit decisions to its board of directors and its 
shareholders. So we encourage, coax, caution, and--when 
necessary — compel national bankers to focus on the quality of 
their investments and to take necessary steps to improve them. 

Determining the Need for a n_ Exam i nation 

One of the supervisory techniques that we use is the focused 
examination of credit categories that our routine monitoring of 
economic trends leads us to believe call for special scrutiny. A 
focused examination may reflect supervisory concern about 
deterioration in the credit quality of a particular type of loan, 
but it does not necessarily reflect such concern. It may be 
triggered by excessively large concentrations of credit in a 
single category or unusually rapid growth in one portion of a 
bank's portfolio, even if there are no signs of weakness in loan 
performance or credit quality. It indicates only that the OCC 
wants to ensure that banks apply the same sound credit standards 
in the targeted category that we expect them to apply to all 
other loans. 

We have conducted several kinds of focused examinations in 
recent years: on loans financing oil and gas exploration, on 
loans to lesser developed countries, on loans financing highly 
leveraged transactions, and on real estate lending in several 
regions of the country. 

The Ex a mination Pro cess 


In smaller banks, an examination team---an examiner-in-charge 
and a small sta f f-- judges the quality of the selected loans. The 
conclusions reached by the examination team are typically 
reviewed by other examiners. 

In larger banking companies, where there may be several 
subsidiary banks, and where more than one supervisory agency may 
be involved in the examination, the procedure becomes more 
elaborate. A team of examiners is assembled from the staffs of 
the various participating agencies. The team is placed under the 
direction of an examiner-in-charge, who is usually from the 
agency that has supervisory responsibility for the banking firm's 
principal bank. Each of the banking firm's subsidiaries that is 
under review is also assigned an examiner to lead that work. 

Examiners at a subsidiary discuss all of the loans under 
their review with bank managers and individual loan officers. 

The examiner in charge of that subsidiary then reviews the work 
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and, if necessary, discusses it with the examiners in charge of 
examining other parts of the banking firm. The examiner-in- 
charge at the entire banking firm reviews the work on the most 
significant areas and loans. If the examiner-in-charge considers 
it necessary, the loans become the subject of further discussion 
among the examiners and with bank managers. During this entire 
process, bank management has the opportunity to discuss specific 
loans with the examiners. If bank managers believe that a loan 
has been classified improperly, they can raise questions at all 
levels of the review process, and the OCC encourages them to do 
so. 


During this review process, the examiners work with bank 
managers to ensure that the three goals I mentioned earlier are 
met: that the bank has adopted and adheres to sound credit 
practices, that its financial statements accurately reflect the 
value of its assets and liabilities, and that the bank has 
established management systems capable of tracking bank 
activities and reasonably anticipating and adjusting to changing 
market conditions. 

Shared National Credits 

Some larger real estate loans--those in which more than one 
bank participates--go through an additional stage of supervision 
as part of the Shared National Credit program. A Shared National 
Credit is any loan of $20 million or more that is shared by two 
or more federally insured depository institutions. The Shared 
National Credit examination process began at the OCC in 1975; the 
Federal Reserve System and the FDIC joined the CCC effort shortly 
thereafter. The purpose of the Shared National Credit review is 
to avoid duplicate reviews of the same loan and ensure consistent 
treatment of all banks participating in the credit. 

Once a year, these three agencies perform a joint 
supervisory review of all loans that qualify as Shared National 
Credits. Each credit is reviewed at one depository institution: 
usually the agent bank. During the credit examination, examiners 
assign each loan to one of five categories: pass, special 
mention, substandard, doubtful, and loss. This rating is then 
reported to every depository institution that is participating in 
that loan, and is used in all subsequent examinations of those 
institutions . 

Assessing the Quality of a Loan Portfolio 

If a bank is having problems collecting its loans, or 
anticipates such problems, then prudent accounting requires some 
recognition of the potential loss. This is the purpose of loan 
loss reserves. The examination process evaluates reserves based 
upon a review of individual loans and of the overall structure of 
the bank's balance sheet. 
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Some observers have asked why banks cannot be allowed to 
carry troubled loans for a period of time at their book values, 
rather than being required to write them down immediately. We 
much prefer to work with a bank after it has accurately 
recognized and reported its condition, rather than allowing the 
bank to sweep problems under the rug. In that manner, an 
accurate picture of the condition of the bank is presented and 
appropriate remedial activity can be carried out. The necessity 
of working out problem loans is a fact of life in banking, as it 
is in bank supervision. The key in all instances is having a 
credible work-out plan. 

When OCC examiners review a real estate loan--or any other 
loan that finances income-producing property — they assess whether 
the projected cash flows from the property and from other sources 
are sufficient to meet required loan payments. This 
determination relies largely upon the bank's own estimate of the 
property's future cash flows. Obviously, to the extent that the 
current condition of the property does not match the bank's 
recorded estimates, adjustments must be made. But, for the most 
part, we do not impose our own view of future economic conditions 
in projeccing potential losses. 

For example, if a particular property is leased 
significantly below expected levels and office occupancy rates 
have fallen in the market where the property is located, then the 
estimated projected cash flows must be correspondingly lowered. 

In making this cash flow projection, OCC examiners typically use 
the bank’s own recorded forecast of the ultimate occupancy rate; 
but in doing so, they recognize that it will take longer for the 
property to be leased. Consequently, they require the bank's 
valuation to reflect that reality. 

Classifying loans necessarily involves judgments about which 
reasonable people may disagree, but this unavoidable "gray area" 
is not a major source of disagreement between bankers and 
examiners. There is no disagreement about the vast majority of- 
loans that are being criticized and reserved against. They are 
simply not paying as the bank expected and, therefore, cannot be 
recorded as doing so. 

In most cases in which additional reserves are required, the 
loans are not performing as expected. In some cases, the 
payments may be current, but in criticizing the loan, the 
examiner is recognizing the reality that the resources are no 
longer there for the payments to continue to be made. 

Consider an example in which a developer has received a loan 
to construct and lease a new office building. If demand for 
office space in that market appears insufficient to generate the 
cash flow needed to service the loan, the examiner may question 
the underlying quality of the asset. This is true even if the 
borrower has been able to make interest payments on the loan to 
keep it current. Investigation will often show that the 
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developer has been keeping the loan current only by borrowing the 
funds from another credit source, possibly even a loan at the 
same bank that underwrote the construction loan; or that the 
developer or its guarantors are relying on cash flow from other 
projects, which may also be in declining markets, in order to 
keep the debt current; or that there is no support for the cash 
flow. 


The related topic of guarantors has also been the subject of 
a great deal of discussion. When a bank makes a construction 
real estate loan, the usual sources of repayment are the sale of 
the property or a permanent refinancing. If the primary sources 
of repayment are not sufficient or are unavailable to meet the 
obligation, the bank must look to other sources--of ten the 
developer or a guarantor--to service all or part of the debt. 
Prudent banking requires that a bank have all the necessary 
information to determine the ability of that developer or 
guarantor to make payments and service the loan. Consequently, 
it should come as no surprise that examiners will ask for and 
review information on guarantors. Increased emphasis on the 
capacity of a guarantor is simple recognition of the changing 
environment. In a strong economy, where the underlying project 
has sufficient cash flow to service the debt in accordance with 
its terms, the financial capacity of the guarantor is less 
important. However, even when the condition of the guarantor is 
less important, the bank should still have timely information on 
the guarantor, and should expect to be criticized by OCC 
examiners if it did not. 

Restructuring Troubled Loans 

Some observers have raised questions as to whether large 
real estate borrowers who have been unable to repay their loans 
on schedule have been allowed to reschedule their debts on more 
generous terms than have been available to small borrowers. We 
do not encourage banks to treat large borrowers any differently 
than small borrowers. 

Whenever a borrower is unable to repay a loan on schedule, 
the bank faces a straightforward business decision: whether it 
can recover more of its investment by foreclosing than by 
rescheduling the loan. The answer — for large or small borrowers- 
-can go either way, depending on the circumstances of the 
borrower and the value of the assets 'backing the loan. It is 
difficult to imagine a well-run bank which has equity funds at 
stake making the decision on any other basis than to minimize its 
eventual loss. 

Of course, large borrowers may have options that are not 
ordinarily available to small borrowers. For example, large 
borrowers often have several independently financed business 
ventures, only some of which may be financially troubled. They 
may therefore have uncommitted revenues or collateral from other 
projects that can be used to obtain additional financing. Small 



92 


- 9 - 


borrowers, in contrast, more frequently have no resources beyond 
the revenue stream and collateral that was pledged on the 
original loan. 

Because of such differences, a bank may find that a large 
borrower presents better prospects for recovery through 
renegotiation than through foreclosure, while the opposite may 
more frequently be the case for small borrowers. But small 
borrowers who do have the means of demonstrating their 
creditworthiness can, and frequently do, have their loans 
rescheduled instead of foreclosed. The OCC encourages banks to 
work out whatever they can with any borrower. 

In the final analysis, however, the decision to reschedule a 
loan is a decision to extend credit, and it rests on the same 
types of considerations that underlie any extension of credit: 
the borrower’s ability to repay the loan and the value of 
collateral that the borrower can pledge. The OCC closely 
supervises the credit policies and practices of national banks, 
but we do not seek to influence individual rescheduling 
decisions, for the same reason that we do not dictate any other 
individual credit decision: we believe that such decisions should 
be made by bank managers. Our role in the treatment of any 
individual troubled loan is focused on ensuring that the loan is 
valued correctly on the bank’s balance sheet and that the bank 
has reserved adequate funds for loan losses. What the bank then 
does with the loan--whether it reschedules or forecloses~-is up 
to the bank. 

CONCLUSIONS 

The OCC will continue to monitor real estate markets, to 
conduct focused examinations of real estate portfolios at 
national banks where we have indications of credit problems, to 
direct those banks to reserve against loan losses when this is 
necessary to reflect the actual value of the loans, and to urge 
banks in weak real estate markets to maintain high underwriting 
standards. These steps involve a certain amount of pain for 
those involved, but they are precisely the step -i that are 
required to work out the problems in real estate loan portfolios. 
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I an pleased to be here on behalf of the Federal 
Reserve Board to discuss real estate lending by commercial 
banks and its effects on their financial condition. The 
Committee is, I am sure, well aware of the many problems 
that banks and other depository lenders have had with real 
estate loans in the last five years or so and is 
understandably concerned about the prospects of these 
problems continuing. In my comments I shall provide a brief 
overview of the trends and developments of real estate 
lending over this decade, and then discuss the evolution of 
conditions in the real estate markets and the dimensions of 
the problems they have presented to banks. I will also 
address some supervisory considerations and the effects 
recent actions by banks are having on the availability of 
bank credit. 

Commercial Real Estate Lending in the 1980*6 

Real estate markets were generally robust over the 
decade of the 1980's. Growing demand produced sizable 
increases in property values and prompted substantial growth 
in construction of new commercial and residential 
structures. Commercial banks, thrift institutions, 
insurance companies and other major lenders, including 
foreign institutions, played important roles in this 
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process, providing funds for the construction and sale of 
new properties and for the transfer of ownership of existing 
properties at rising values. 

T or the decade as a whole, real estate loans at 
all commercial banks almost tripled, reflecting a 
particularly sharp rise in commercial and construction 
loans, while total assets of commercial banks grew at a much 
slower pace. By the end of the decade, real estate loans 
made up about 23 percent of total bank assets; compared with 
less than 15 percent at the end of 1980. Commercial 
property and construction loans now account for roughly 
one-half of the $778 billion of total real estate loans held 
by commercial banks. 

States in which the energy sector was large, 
particularly Texas, Oklahoma, Colorado, and Louisiana, were 
in the vanguard of the strong real estate expansion of the 
early 1980s. These strong economies stimulated sharp 
increases in construction of commercial and residential 
properties. Once underway, the construction boom maintained 
momentum even as the energy sector lost strength. This 
continued construction was encouraged by the substantial 
optimism that prevailed in these sunbelt states arising from 
their increases in population and general income levels. 

The ready availability of credit bolstered this 
process. S&Ls in the region, seeking to overcome weak 
capital positions and deficient earnings aggressively 
extended credit for many projects. Commercial banks in the 
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gion were also active in real estate lending, as they 
sought to replace revenues previously earned on loans to 
firms in energy and related sectors. Major banks from other 
areas of the country and abroad also added to the supply of 
credit. 

Other regions, as well, found real estate lending 
attractive areas for growth. Responding to the general 
expansion in economic activity and the favorable tax laws 
embodied in the Tax Reform Act of 1981, real estate markets 
gained strength. From year-end 1980 to the end of 1984, 
commercial real estate lending nationwide grew at a rate 
roughly twice the pace of total bank assets. By the mid-80s 
when Southwest real estate markets were beginning to slow, 
markets in most other parts of the country were still 
growing at a brisk pace. Here again, the general economic 
expansion and the willingness and ability of financial 
institutions, both domestic and foreign, to finance real 
estate projects on favorable terms played an important role. 

By the end of the decade the pace of expansion had 
slowed. In the last few years, the supply of real estate 
has exceeded demand, with consequent effects on vacancy 
rates, property values and rental rates. To date, these 
developments have been most pronounced in the New England 
region, although, weak market conditions exist along much of 

the east coast, as demonstrated by high and rising office 

* 

vacancy rates. Market conditions in some midwestern cities 
have also begun to show a marked loss of strength, and even 
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the western states of California, Oregon and Washington, 
long the beneficiaries of strong real estate markets, have 
begun to report increased office vacancy rates in at least 
some areas. 

These weakening market conditions are reflected in 
higher real estate losses for banks. During 1989, real 
estate charge-offs at commercial banks rose 54 percent from 
the prior year to almost $3 billion and totalled §1 billion 
in the first quarter of this year, alone. The Northeast 
(excluding the large New York City banks) has replaced the 
Southwest as the latest area of concern and accounted for 
almost one-half of the industry* s first-quarter real estate 
losses. Nonperforming real estate loans also continue to 
mount, increasing by 37 percent last year and by another 8 
percent to $32 billion in the first-quarter of this year. 
Nonperforming real estate loans now account for nearly 
one-half of all nonperforming loans held by U.S. commercial 
banks. 

Reasons for the Robust Real Estate Markets 
Given the problems that certain types of real estate loans 
have caused and the risk they still present, it is fair to 
ask why banks pursued this strategy and how some of the 
large real estate loan problems seem to have surfaced so 
suddenly. While there are no single or simple answers to 
these questions, several factors played important roles. 
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Pis intermediation. During the 1980s, U.S. commercial 
banks--especially the larger ones — increasingly lost the 
business of their larger and stronger commercial borrowers 
to the commercial paper and securities markets. In the 
Southwest, as previously noted, this loss was compounded 
when demands by energy-related firms dropped as oil prices 
started to come down. 

Generally, the proportion of bank loans to 
commercial and industrial (C&I) borrowers declined over the 
decade, relative to other bank assets. During the last five 
years of the 1980s, for example, these loans fell from 20 
percent of assets to 17.6 percent, with the New York money 
center banks much more severely affected. Increased real 
estate lending offered a way to o’ffset revenue losses in 
other parts of their loan portfolios and bolster overall 
earnings . 

Increased fee income. Banks were also attracted to real 
estate loans because of the substantial ,fee income they 
could earn on these loans. Fees on real estate loans are 
typically higher than those on other types of corporate 
credits, and before accounting standards changed in 1988, 
many of these fees could be recorded "up-front”, providing 
an immediate boost to earnings. In other cases, the fees 
provided, in addition to immediate income, an ongoing source 


* 


of revenues . 
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Strong demand. Demand for residential structures and for 
additional office, retail, and industrial properties rose 
rapidly in various areas in the middle part of the decade. 
Office space in the early 1980s, for example, was far below 
that needed for the decade. Looking back to the 1970s, 
developers and many others, including lenders, had the view 
that inflation would work to make almost all projects 
profitable. In the face of the relative shortage, 
developers moved decisively to put in place added 
structures. Supply soon began to catch up with demand, and 
during the last half of the decade 40% more office space was 
built than absorbed. 

Tax law treatment introduced with the 1981 law and 
kept in place until the reform of 1986 also contributed to 
the building boom by subsidizing the cost of real property. 
Some analysts estimate that before the new law, more than 
half of the return to taxable investors came from tax 
benefits, rather than from higher economic values. 

Increased demand from abroad for U.S. real estate holdings 
also supported property values and helped to encourage new 
construction. 

Effect of Strong bender Competition on Credit Availability - 
and Lending Terms. 

The perceived need to find new business, the 
ability to generate real estate loans, and the appeal of 
larger fee income combined to encourage aggressive real 
estate lending. These factors, plus generally overly 
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optimistic market assessments, produced favorable borrowing 
conditions for developers. It also led, in many cases, to 
more liberal underwriting standards. Some banks failed to 
assess realistically the economic soundness of specific 
projects and cashflow projections. 

Construction loans that historically had been made 
on the basis of pre-leased space and pre-arranged permanent 
financing were now made without those features and largely 
on the basis of past relationships and on the appraised 
value of the underlying property. Borrower equity in 
projects was often minimal, and appraisals supporting the 
loans were sometimes based on revenue projections that did 
not materialize. With steady or, indeed, robust economic 
growth and rising real estate prices, lenders felt pressured 
to match "prevailing" market terms and unduly relied on the 
projected value of collateral as protection against loss. 
Some expanded nationwide, extending credit in markets in 
which they lacked experience. 

Many lenders also seem to have focused on the 
strength of specific projects without giving appropriate 
consideration of total market conditions. Although the 
latest projects they were financing may have been 
successful, many were so only because they drew tenants from 
existing buildings and created problems elsewhere. Office 
gluts and generally lower operating costs in the southwest 
and other regions of the country have enticed some companies 
to relocate from high-cost areas, further weakening real 

y 
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estate markets that were already beginning to slow. Such a 
pattern may help cities like San Antonio and Houston revive, 
but only increases pressures on higher cost cities like 
Stanford, which already has the nation's highest 
metropolitan area office vacancy rate at 30 percent. 

The expanded investment powers for thrifts may 
also have changed the nature , as well as the level, of 
competition. In addition to simply increasing the supply of 
credit available for real estate construction, these changes 
introduced new competitors that at least initially were 
inexperienced in commercial real estate lending and unable 
to adequately evaluate the risks. Thrifts holding equity 
interests had different incentives than typical lenders and 
often focused on the potential gains from their ownership 
roles and extended credits they might otherwise have denied. 
As long as market conditions were favorable, these actions 
influenced market terms. 

The result of these developments has been 
overbuilt real estate markets in which financial 
institutions have been forced to finance buildings beyond 
the time they originally envisioned, to accept significant 
concessions on rents, and to face vacancy rates much higher 
than planned. In these circumstances, the value of the 
bank's collateral — often only the real estate itself — has 
been reevaluated on the basis of existing market conditions 
and has led to significant write-downs of many loans. 
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Bank supervision 

As bank supervisors, the Federal Reserve and the 
other federal and state banking agencies have the 
responsibility to review the activities of financial 
institutions and to enforce sound lending and operating 
procedures. Doing that requires sufficient resources to 
attract and retain qualified personnel and the institutional 
will to enforce the standards set. The atmosphere of 
deregulation in the early 1980s led to budgetary pressures 
at some agencies and, in some instances, to less supervisory 
oversight. These effects were most severe regarding the 
supervision of thrifts. 

Of course, adequate resources and resolve are not 
all that we need. Even under ideal conditions, 
concentrations in certain types of credits will occur 
because of the process we have._ Bank regulatory agencies 
generally try to minimize their influence on credit 
allocation decisions and, as a general rule, do not impose 
limits on the different types of loans banks should make. 

We do, however, evaluate the policies and activities of 
individual banks, but try to avoid substituting our credit 
judgments for theirs in lending decisions, unless the need 
to intervene is clear. I would stress that we clearly 
recognize our role in protecting the federal safety net and 
minimizing risks that insured deposits present to taxpayers. 
Balancing those concerns with the objective of avoiding 
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unnecessary interference in bank lending activities is a 
constant challenge to bank supervisors. 

This supervisory approach recognizes that the long 
term interests of the economy are best served when lending 
decisions are made by private institutions, not government 
agencies. As private institutions, their own capital is 
first at risk, and they are more familiar with and better 
able to determine the credit needs of their customers than 
are bank examiners and other supervisory personnel . 

The Federal Reserve has long had the view that a 
strong supervisory process is built upon a program of 
frequent on-site examinations that, in turn, is centered on 
an evaluation of asset quality. Accordingly, a key function 
of the examiners is to evaluate credits and ensure that 
banks reflect assets at appropriate values in their 
financial statements. While we leave credit decisions to 
banks, the effects of their decisions must be promptly and 
accurately reflected so that management receives the 
information it needs to respond prudently. 

Recently, there has been specific interest in the 
procedures examiners use to evaluate real estate credits. I 
would say a few words about them. As with any loan, 
examiners first check to determine if the loan is current; 
that is, that the borrower has made all required payments. 
Examiners will then review the credit file, which should 
include financial statements of the borrower, a description 
of relevant terms of the loan, and full documentation on any 
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collateral or guarantees the bank holds to cover its risk. 
Real estate loans are typically collateralized, at least in 
part, by the project being financed, and a current appraisal 
of the value of that property should be included in the file 
or otherwise available at the bank. The file should also 
include information supporting the value of any other 
collateral the borrower has provided. 

Examiners will criticize any loan for which 
documentation is out-dated or incomplete or for which the 
borrower's ability to pay is otherwise uncertain. Real 
estate appraisals should be based on current market 
conditions and should demonstrate that the project is 
economically viable. Even current loans, or portions 
thereof, are subject to criticism if the current or likely 
cashflow provided by the project is insufficient to service 
the loan fully. That may happen, for example, if current 
payments are being made from an interest reserve created 
from proceeds of the bank loan, and the assumptions on which 
the loan was made no longer reflect market conditions. 
Indeed, any appraisals that are not realistic are ordinarily 
discounted and could lead the examiner to criticize the 
loan. 

While examiners urge adherence to sound banking 
practices, there are practical limits to the achievement of 
this objective. Maintaining diversification is a good case 
in point. To a greater or lesser extent, all financial 
institutions will be affected by local conditions that may 
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broadly affect their activities. With roughly one-quarter 
of U.S. bank assets devoted to financing real estate, local 
conditions will almost certainly affect that part of their 
business. 

Many of the real estate losses banks have recently 
experienced have been identified by rigorous supervisory 
reviews, or of bank managements preparation for one. Some 
banks have been hit hard by these examinations, others have 
come through quite well. Most banks, though, are 
acknowledging that the real estate markets have changed and 
have reviewed and tightened their lending procedures. The 
effect is painful now, but it will be beneficial for the 
long-term. It will also reduce the risk they present to the 
federal safety net. 

Availability of bank credit 

Under present conditions, the Federal Reserve has 
been concerned that creditworthy borrowers continue to have 
adequate access to bank credit and has monitored credit 
markets closely. In that connection, the Chairman of the 
Federal Reserve, along with the Chairman of the FDIC and the 
Comptroller of the Currency, met in May with bank 
representatives to stress the importance to the economy of 
continued lending and to clarify that supervisory actions 
are not intended to prevent new loans. 

In subsequent testimony Chairman Greenspan and I 
both indicated that while lenders had tightened their 
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standards there did not appear to be a broad-based squeeze 
on credit, but noted that the Federal Reserve was monitoring 
the situation closely. More recently, evidence is building 
that conditions have become weaker. It is difficult to 
determine what part of the slowdown derives from higher 
credit standards, versus less loan demand. As the Chairman 
stated in his testimony of July 18, though, lending 
standards seem to have tightened too much. The Federal 
Reserve has recently taken some steps to offset the effect 
of these tighter lending standards. 

Syndications 

Questions have been raised regarding the use of 
loan syndications in funding real estate assets. In this 
regard, it should be noted that banking organizations rarely 
syndicate real estate loans in the same sense as they do in 
other types of loans, including highly leveraged 
transactions. Real estate loans involving more than^one 
lender typically involve participations where one lender 
originates the loan and sells or assigns parts of it to one 
or more institutions. In true syndications, several 
institutions originate the loan, and any one of them can 
then participate out its own interest. 

In either form, there is generally a lead lender 
that has the responsibility to administer the loan and to 
ensure that the other lenders receive sufficient information 
to make independent credit decisions — both before the loan 
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is bought and throughout the period it is outstanding. 
Indeed, other borrowers have the responsibility to make 
independent decisions about the credit worthiness of the 
borrower and should not rely solely on the representations 
of the seller. Typically, the sales agreements include 
provisions that require participating lenders to attest to 
having made such independent reviews. 

Conclusion 

Unfortunately, real estate loans are only one of 
the significant risks banks in this country face. Loans to 
highly leveraged borrowers and to developing countries 
cannot be ignored. The current slowdown in real estate 
markets will have a dampening effect on economic activity 
that will be felt unevenly nationwide. 

The problems' that financial institutions are 
experiencing at this time merely illustrate the risks and 
uncertainties inherent in lending funds. Strong bank 
management and an active and sound supervisory process will 
help prevent many problems. Many others, though, will still 
exist. It is critical that banks have sufficient equity 
capital to support the risks they take — both to ensure their 
own survival and to protect the federal safety net. 

Ensuring adequate bank capital is an important objective of 
supervision and remains an important priority of the Federal 


Reserve. 
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Mr. Chairman, members of the committee, my name is Peter 
Philbin. I am Deputy Superintendent of Banks in the New York State 
Banking Department. Superintendent of Banks Jill Considine regrets 
that she is unable to appear today because of a commitment which 
long predated your invitation. 

By way of background, it may be helpful if I give you some 
information about the New York State Banking Department. We 
supervise over 4,000 financial institutions, including commercial 
banks and trust companies, bank-holding companies, savings banks 
and savings and loan associations, credit unions, branches and 
agencies of foreign banks, licensed lenders, sales finance 
companies, money transmitters and mortgage bankers and brokers. 
In the aggregate, we supervise entities with assets in excess of 
$1 trillion. Banks supervised by the department comprise more than 
35 percent of all state chartered banking assets in the nation. 
As you can see, we have a wide spectrum of supervisory 
responsibility and ve believe this affords us a unique perspective 
on a variety of financial players and the markets in which they 
operate . 

Your request asked us to discuss the role of the New York 
State Banking Department in the examination, supervision and 
regulation of state chartered banks, with particular attention to 
banks' real estate lending practices. You also asked~ us our 
reaction to the lending , arrangements recently concluded by two of 
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our chartered institutions with a particular major customer. With 
regard to the latter request, we have not completed examinations 
of those banks since the lending reconstruction was arranged and, 
therefore, have no knowledge of the specifics. Moreover, from both 
legal and policy viewpoints, we believe it is inappropriate to 
discuss confidential and proprietary information concerning a 
bank's relationship with an individual customer, particularly in 
a public forum. Consequently, I will not respond to the second 
part of your request. 

The New York State Banking Department shares supervisory 
responsibility for the banking institutions that it charters with 
several Federal agencies, specifically the Federal Reserve Bank of 
New York, the Federal Deposit Insurance Corporation, the Office of 
Thrift Supervision and the National Credit Union Administration. 
The New York banking statute requires an annual examination of our 
banks. As a practical matter, we attempt to alternate annual on- 
site examinations of State-chartered banks with the Federal Reserve 
in the case of a member bank and the Federal Deposit Insurance 
Corporation in the case of a non-member bank. This is done in 
order to minimize the duplication of regulatory effort, to achieve 
optimum efficiency from limited financial and human resources and 
to ease the regulatory burden on supervised institutions. In the 
case of a problem institution, however, both the New York State 
Banking Department and the appropriate Federal agency would 
normally jointly conduct examinations on as frequent an interval 
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as is deemed necessary. 

On-site examinations are viewed as a component, albeit a very 
important one, of the on-going supervision of a chartered 
institution. Our supervised entities are continuously monitored 
from the office by desk examiners who review a myriad of external 
and internal reports and analyses to track the progress on an 
institution and to watch for any sudden change or deterioration 
which might signify a negative occurrence. We also attempt to 
follow national and regional economic trends and trends in the 
banking industry in order to anticipate developments which might 
have significant impact on the banking industry in general or banks 
with particular business profiles. In this regard, we became 
somewhat concerned in the past year, about the quality of our 
banks' real estate portfolios. The experience in other parts of 
the country, particularly the Southwest and New England, the 
softening economy in the Northeast, the abrupt reversal of the real 
estate inflation engine in the Northeast and some empirical 
evidence of a rise in delinquency and non-performance on 
residential and commercial property real estate loans prompted our 
concern. As a consequence, we have conducted several studies and 
made special visitations to numerous supervised institutions whose 
structures and business practices, we believe, might make them 
vulnerable to a serious downturn in the real estate markets. 

Our reviews covered such areas as underwriting standards, 
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appraisal and reappraisal policies and techniques, servicing 
practices, management information systems, problem loan recognition 
and workout capabilities, portfolio concentrations and loan loss 
reserve adequacy. We were interested not only in determining 
whether a bank had a real estate loan portfolio problem, but also 
whether bank management had identified and measured the problem and 
was taking the proper steps to deal with it. 

Although New York State chartered institutions have not 
escaped completely the consequences of a softening economy and 
difficult real estate markets, our review disclosed that at this 
time there does not appear to be a major problem with the universe 
of our banks. 

As a general comment, it is our belief that the decade of the 
80 ' s with its almost uninterrupted economic expansion, combined 
with the natural competitive drive of banking institutions, induced 
a subtle liberalization of real estate lending and servicing 
standards. In a climate where the aggregate of problem real estate 
loans have been minimal over an extended period of time, a feeling 
of caution tends to erode as the memory of previous lessons fades. 
There is a certain discipline built into the traditional business 
cycle that has the effect of braking the attitude of euphoria 
brought on by good times and provides a dose of reality to the 
lending process. I might also add that the constraints of American 
banks, which impede their ability to provide a full array of 
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financial services to their best customers, has considerably 
narrowed the choice of business opportunities and intensified 
competition for what limited business remains. I believe a case 
can be made that concentrations apparent in some institutions in 
the areas of commercial real estate loans and highly leveraged 
credits are, in part, a consequence of lack of opportunity to 
pursue high quality business elsewhere. 

In an environment where the optimism of the past decade has 
eroded and management concern has shifted from quantity to quality 
in the struggle to manage problem loans, it is logical to expect 
that lending standards will be reviewed and tightened. Thus the 
perception on the part of some that there might be a credit crunch. 
We see no such phenomenon but we would acknowledge and applaud a 
healthy reevaluation of underwriting standards and servicing 
practices and the adoption of cautious and prudent lending 
strategies by our banks. 

I will be happy to respond to any questions you may have. 
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SUMMARY 


Good morning! Thank-you for the opportunity to appear before tivs House committee and share with you our views on the 
condition of U.S. commercial banks. Keefe, Bruyeue & Woods, Inc. .or KBW as n is commonly known, is a broker/dealer and 
investment-banking firm significantly involved with analysis of commercial bank and thrift securities. 

The basic thrust of your inquiry this morning is the condition of U S. commercial banks and. m particular, the quality of 
banking assets. We will attempt to provide perspective to the issue of credit quality both in terms of describing the dimensions 
of this problem as we see it and its variouscharactcristjcs. At issue quite simply is a basic question; can U.S. commercial banks 
successfully navigate the perilous shoals of ever- increasing asset quality deterioration i n the months and years ahead? Or will 
such exposures repeal systemic weaknesses and require assistance? 

In our opinion, U.S. commercial banks are in varying degrees underconsidcrablc strain and this condition is likely to persist 
fo- the foreseeable future. In terms of the level of actual net loan losses and, more importantly, diminished confidence in the 
banking sector by institutional funds providers, weare in unchancrcd waters. Nevertheless, management and regulatory resolve 
to foster more conservative lending practices and augment capital positions as well as the relatively liquid deposit profile at 
commercial banks suggest that U.S. commercial banks in the aggregate should avoid the plightof the savings and loan industry 
and manage their way thru the current stresses. 
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EXHIBIT I 

THE KBW COMPOSITE BANK 
A HISTORY OF BANKING PERFORMANCE 
11979 to Q2-90I 



1979 

1960 

1981 

1982 

1963 

1964 

1985 

1964 

1967 

1988 

1989 

02-89 

02-90 


• • ■ * 

• * * • 

• * • * 

.... 

— 

.... 

.... 

.... 

— 

.... 

.... 



PROFITABILITY 

Return on Assats (X) 

Net Income 

0.71 

0.70 

0.64 

0.48 

0.67 

0.67 

0.64 

0.69 

•0.07 

0.99 

0.82 

1.05 

0.80 

issr 

0.74 

0.73 

0.70 

0.71 

0.68 

0.68 

0.60 

0.65 

-0.08 

1.00 

0.82 

1.05 

HA 

Return on Earning Asset* (X) 

Net Income 

0.91 

0.67 

0.80 

0.81 

0.79 

0.78 

0.74 

0.79 

-0.08 

1.11 

0.93 

1.18 

0.90 

IBST 

0.92 

0.91 

0.85 

0.63 

0.79 

0.79 

0.70 

0.73 

■0.09 

1.12 

0.93 

1.18 

MA 

Return on Cormon Equity (X) 

Net Income 

H.26 

14.50 

13.97 

13.21 

13.35 

13.04 

14.16 

14.18 

•1.17 

16.42 

15.85 

17.15 

15.43 

IBST 

14.97 

15.33 

14.93 

14.31 

13.33 

13.05 

12.81 

12.50 

-1.30 

17.93 

15.80 

16.97 

NA 

Net Interest Kargin (FTE) (X) 

4.04 

3.95 

3.64 

4.03 

4.00 

4.01 

3.99 

4.11 

3.83 

4.23 

4.35 

4.40 

4.05 


ASSET OUAIITY t PROTECTION 


Net Charge-Offs/Avg. loans (X) 

0.25 

0.36 

0.30 

0.45 

0.41 

0.46 

0.54 

0.80 

0.68 

0.95 

1.12 

0.95 

1.29 

NCOs/Als, ex IOC NCOS 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

0.67 

0.55 

0.67 

0.58 

0.79 

loan-Loss Reserve/ 

Year-end Loans (X) 

1.05 

1.06 

1.07 

1.13 

1.21 

1.29 

1.50 

1.65 

2.91 

2.24 

2.44 

2.21 

2.53 

LLR/Ilt, ex LOC Reserves 

NA 

NA 

NA 

NA 

NA 

NA 

KA 

NA 

1.38 

1.42 

1.49 

1.43 

1.65 

Non-Performing Assets/ 

Year-End Loans ♦ OREO (X) 

1.41 

1.32 

1.82 

2.60 

2.54 

2.92 

2.75 

2.78 

3.71 

3.03 

3.21 

3.11 

3.43 

NPAs/TLS t OREO, ex LOC 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

2.26 

1.59 

2.07 

1.66 

3.02 

Pre-tax Income & PLL/NCOs (x) 

7.84 

6.38 

5.64 

4.67 

5.37 

4.70 

4.39 

3.24 

2.84 

3.05 

2.66 

3.24 

NA 

Provislen/Net Charge-Offs (X) 

1.65 

1.23 

1.42 

1.25 

1.28 

1.61 

1.46 

1.40 

2.29 

0.83 

1.23 

0.64 

0.82 

Loan- Loss Reserve/NPLs <X> 

NA 

99.0 

59.6 

44.4 

49.2 

48.3 

57.8 

68.4 

109.0 

109.6 

113.3 

91.5 

95.0 

Non- LOC UR/Mon-LOC NPL* * NA 

• ^ «•«**«** i t ««••••« « 

CAPITAL STRENGTH 

Internal Capital Generation Rate (X) 

NA 

# * • i 

NA 

i * « « 

NA 

» . * * 

NA 

i t t t 

NA 

• • • « 

NA 

i • • ft 

NA 

• * • ' 

74.0 

* * * * 

95.9 

i t » 

98.1 

* i • * 

68eS 
i • • 1 

9K4 

i t * i 

Net Income 

9.26 

9.30 

8.69 

8.10 

7.94 

8.15 

8.90 

10.20 

•6.17 

12.67 

10.15 

11.56 

NA 

IBST 

10.22 

10.30 

9.85 

9.40 

8.93 

8.22 

7.67 

8.67 

•6.41 

12.36 

9.85 

11.51 

NA 

Avg. Common Equity/Assets (X) 
Avg. Total Equity/Assfets (X) 

4.97 

4.84 

4.99 

4.83 

4.98 

4.92 

4.99 

5.10 

4.86 

5.27 

5.26 

5.59 

5.05 

5.04 

4.88 

5.07 

# 

4.98 

5.35 

5.40 

5.53 

5.61 

5.37 

5.65 

5.63 

5.55 

5.59 

Avg. Total Equity/Loans (X) 

9.25 

9.03 

9.16 

8.64 

8.92 

8.52 

6.34 

8 66 

7.98 

6.14 

6.41 

8.62 

6.65 

COP Primary Capital/Assets (X) 

5.43 

5.42 

5.45 

5.56 

5.96 

6.45 

6.65 

7.11 

8.01 

6.16 

6.31 

8.02 

NA 
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L TRENDS IN THE QUALITY OF BANK ASSETS 

By any anaJylicaJ measure, ihere was marked deio-t ora- 
tion in the quality of bank assets during the decade of the 
1980's. The effect of rolling regional recessions cumulatively 
contributed to the growing burden of asset deterioration dur- 
ing this time. For example, using the Keefe Composite Bank 
(KCB), a representative sample of 24 money-center and large 
regional banks, as a proxy for the industry experience (See 
Exhibit I on the Keefe Composite Banks, a History of Bank- 
ing Performance), the incidence of net charge-offs against 
average loans more than quadrupled between 1981 and m id- 
1990, from .30% to 1.29%; meanwhile, the level of non- 
performing loans increased by 2.5 times from 1.3% of total 
loans in 1980 to 3.4% in mid- 1990. 

The most unsettling feature of this deterioration is that it 
occurred against the backdrop of strong economic perform- 
ance; the current worry, of course, is continued asset quality 
problems in the face of a pronounced economic slowdown. 
Furthermore, a disproportionate amount of bank earnings 
were diverted toward making provisions to establish higher 
reserves for loan losses during the 1980's. Using the KCB as 
an example the ratio of loss reserves to total loans increased 
from about 1% in 1980to2.5% in June 1990. Continued heavy 
loss provisioning «- keeping pressure on bank eamings- 
appears to be the near-term outlook based on ongoing asset 
quality weakness. 

Underlying the broad dimensions of asset deterioration at 
U.S. commercial banks has been a pronounced shift in the 
complexion of these problems, particularly at money-center 
banks. It is important to note that the continuing aiypically 
high level of write-offs and non-pet forming loans at these 
banks is due mainly to lesser developed country (LDC) debt 
exposures. This condition is not likely to repeat itself to the 
same extent m future years as money-center banks continue to 
reduce LDC exposures. For example, between 6/30/87 and 6/ 
30/90, LDC exposure at a group of selected money-center and 
large regional banks declined by almost 50% on average, from 
S72 billion to S36 billion. Although bank specific risk sull 
remains with LDC exposure, particulary given the recent 
mandated writedown of Brazilian credit by regulators and the 
seemingly dim near-term prospects for that country, bank 
systemic risk here has been diffused and the LDC factor is 
being significantly reduced as a threat to bank balance sheets. 

However, deterioration indorncstic problcmarcas such as 
highly leveraged transactions and real estate lending arc 
rapidly replacing LDC problems in many moniy-cemer bank 
loan portfoliosand spreading among regional bankingcompa- 
mcs. Thus, at this stage two discernible trends have emerged 
from the overall picture of asset quality at U.S. commercial 
banks: first, money-center banks conunuc to have a high, but 
so far relatively stable, level of non -perform mg assets on ihctr 
books but, importantly, the mix is changing from LDC to non 
LDC exposures; and, second non LDC non-performing assets 


at regional banks have men sharply over the last year and one- 
half, especially along Eastern seaboard states. A tabular 
breakdown (Exhibit ID showing non performing assets for 
December 1988 thru June 1990 for the top fifty banking 
companies including money -center banks and by region illus- 
trates these trends: 

EXHIBIT II 

NON PERFORMING ASSETS FOR TOP 
50 BANKING COMPANIES BY MONEY CENTER 
AND BY REGIONS 
19SS - 1990 
(in Billions S) 



mi 

mi 

mi 

tm 

% Change 
1988-90 

Money Center 

$28 63 

$29.5 

$28 0 

$28 3 

FUi 

LDC 

200 

180 

16 1 

130 

-35* 

Non LDC 

89 

11.4 

11 8 

15.3 

♦ 72% 

North ea« 

49 

5 8 

8 3 

11 3 

♦ 131% 

Mtd»e>( 

1 8 

1 9 

IS 

20 

+ 11% 

Southeast 

1 8 

2 1 

25 

4.5 

♦ 150% 

Wen 

54 

60 

5 8 

63 

♦ 17% 

Regional Total 

5139 

$158 

$184 

$24 1 

♦73% 

Tout 


S45 2B 

S46 4B 


t233i 


As the above table clearly shows, non LDC credit 
problems, mainly real estate and highly leverage transaction 
lending in our opinion, have soared since 1988 at money- 
center banks nsing by 72% and at rcgionals increasing by 
73%, particularly in the Northeast (from a relatively high 
base) and the Southeast (from a relatively low base). During 
this penod. LDC exposures have roughly represented adcclin- 
ing percentage of aggregate non performing assets for money- 
center banks from about 50 percent, or S20 billion at yearend 
1988 to 25 percent or S13 billion at June 1990 due mainly to 
aggressive writedowns of Argentinian, Mexican, and Brazil- 
ian credit exposures. Real estate credit problems largely ac- 
count lor the increasingly non LDC profile of credit 
problems at U.S. commercial banks. 

How< did real estate lending gain such noioricly in bank 
portfolios? By some estimates, the 'amount of real estate 
lending systemwide more lhan tripled during the decade of the 
1980"s from $250 billion to more lhan S750 billion, creating 
the single largest exposure in most bank loan portfolios. With 
the continued diminishmcnt of banking's traditional whole- 
sale intermediation function aggravated by the emergence of 
alternative financing techniques such as junk bonds during the 
last decade, a natural focusof bank lending efforts became real 
estate where margins and opportunities for growth remained 
ripe. 
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Moreover, for example in New England, the creation of 
nearly $5 billion in new equity through the conversion of 
mutual savings banks to stockholder form added slim ulus to an 
already overheated regional economy. The net result wit- 
nessed loan growth in the New England region at approxi- 
mately double the pace of most regional banking counterparts 
around the country. Keep in mind that our banking institutions 
are essentially geographically landlocked. With archaic laws 
that still prohibit national banking, the financial performance 
of our banking companies to an inordinate degree naturally 
reflects the condition of their respective regional markets. So 
even well-managed, capital strong institutions may encounter 
significant difficulty when a regional downturn occurs. 

As a consequence of such heavy growth in the New 
England region and elsewhere and subsequent declining real 
estate valuations coupled with rigorous credit examinations 
by regulators resulting in more classified assets, commercial 
bank eami ng s are under consid erabte pres sure a l many m one y- 
center and, large regional banking companies. Given these 
pressures, the tendency of most-heavily affected bankers is to 
become inwardly focused, that is, on working-out of existing 
problems rather than taking on new loan committments in an 
uncertain environment. Therefore, inevitably and unevenly 
credit restriction becomes an element aggravating the overall 
economic landscape. The severity of any so-called “credit 
crunch" depends, of course, on the institution and the region 
of the country but the spreading bias appears to favor credit 
restraint, particularly as the risk of asset classification in- 
creases in a slowing economy necessitating higher reserves or 
aggressive write-off policies. With pressures on earnings 
caused by an economic slowdown and deteriorating asset 
quality, what banker in his right mind is going to book ax.y 
asset where arguable interpretation of its value in this clima.e 
may result in immediately diminished profit? 

A possible effect of this restrictive behavior will likely ag- 
gravate an economic slowdown; furthermore, it could very 
well push traditional corporate lending further outof the main- 
stream of the commercial banking system into the non regu- 
lated non financial sector. This would reinforce a negative 
trend reflecting the lowered creditworthiness of our major 
commercial banks. Since ycarend 1989, a survey of 53 of the 
top 60 bank holding companies reveals that over half have 
been downgraded by the major rating agencies (sec Exhibit 
HI on rating changes for these companies); only two have 
been upgraded with twenty banks unchanged. Concern about 
avoiding further downgrades and maintaining investment 
grade status canno^be far off the minds of some of our largest, 
and previously well -regarded, banking institutions. 

II. ROLE OF INDUSTRY CONSOLIDATION 

In addition to numerous rating downgrades, the stock 
market has pounded our commercial banks as well reflecting 
earnings and asset quality worries, dividend reductions or 
eliminations at over a dozen banks so far this year and the 


genera] malaise affecting confidence in our banking compa- 
nies. Since yearend 1989 approximately S20 billion in aggre- 
gate market capitalization has been erased from the twenty- 
five largest, sending this profile of the bank group back to 
levels not seen since the October 1987 stock mar kei crash. The 
sharp reduction of market value for U.S. commercial banks 
and the ratings downgrades inhibit the consolidation process, 
which is integral to operating an efficient, deregulating and 
competitive banking system, and effectively raises the cost of 
capital to prohibitive levels for many banks or simply makes 
capital virtually inaccessible to others. These aspects of so- 
called "market discipline” should be woven more throughly 
into the regulatory focus on safety and soundness. It is incon- 
sistent to call for higher capital levels at regulated banks and 
ignore the effects of regulation on the cost of capital and the 
dechningcompetitive position of our commercial banks. Calls 
for higher capital levels should accompany liberalized prod- 
uct and geographic deregulation, and streaming of the regu- 
latory apparatus. 

Importantly, market power and influence within U.S. 
banking is shifting away from companies in such traditional 
centers as New York, Chicago, and San Franc isco.and toward 
those headquartered in new centers such asCharlotte, Colum- 
bus, and Pittsburgh. This notable shift, resulting from the 
creation of super-regional banking companies, iscontnbuting 
to a reassessment of the banking system's vulnerability. The 
decline in relative importance of what were once the undisput- 
edly largest banks, and the rapid growth of companies that are 
not only comparably large but also better capitalized, justifies 
a positive adjustment of the banking sysiem’s risk profile. 

Nowhere are these changes better illustrated than in the 
accompanying table of markcicapiializauons(see ExhibitlV 
as of August 3, 1990). This reflects simply the current slock 
price of each bank times its outstanding shares, measuring its 
total market value. Less than seven years ago, the aggregate of 
the twenty-five largest such commercial-bank market capi- 
talizations amounted to only S29 billion; at yearend 1989 this 
twenty-five largest figure had more than tripled to about $90 
billion, underscoring the creation and attraction of capital for 
the banking industry. Furthermore, forty-four of the *op fifty 
had capitalizations of SI billion or more, providing investors 
with a broad menu of opporturuly in bank stocks. 

Today, the negative market climate for bank stocks has 
erased S20 billion in value since yearend 1989; now only 
thirty-two banks have market caps over SI billion reducing 
opportunities for liquidity conscious suppliers of bank capital. 
Combined with the current difficult operating environment! 
for banks, the erosion in market value has virtually stalled con- 
solidation unless defensive mergers arc attempted. 

However, before wc rush to draw conclusions about 
growth in the ovcralLcapital cushion for U.S. commercial 
banks, some perspective is in order. When compared with 
those of companies in certain U.S, industries, or of some 
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1990 RATING CHANGES 
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KEEFE, BRUYETTE & WOODS, INC. 

LARGEST 50 BANKS RANKED BY 


EXHIBIT IV 


MARKET CAP as of AUGUST 3, 1990 


Rank at Year 

■End: 



8/3/90 

X Change 



• a « « 



Market 

since 

1952 

1988 

1989 

8/3 


Cap • 

12/31/89 






( in 1mm) 


3 

2 

2 

1 

J .9. Morgan 

6,548 

-13X 

1 

1 

1 

2 

Citicorp 

6,133 

* 35X 

2 

6 

3 

3 

BankAmerica 

4,759 

■ 16X 

20 

7 

6 

4 

Banc One 

4,348 

3X 

9 

3 

5 

5 

Security Pacific 

3,53/ 

•23X 

27 

14 

4 

6 

NCNB Corp. 

3.450 

-275 

21 

5 

9 

7 

Wells Fargo 

3,183 

•15X 

39 

26 

25 

8 

CtS/ Sovran Corp. 

2,889 pf 

58X 

11 

8 

10 

9 

Bankers Trust 

2,852 

- 155 

24 

15 

13 

10 

First Wachovia 

2,740 

-35 

29 

10 

11 

11 

SunTrust Banks 

2,548 

-125 

28 

4 

8 

12 

PNC Financial 

2.43/ 

-335 

4 

11 

7 

13 

Chase Manhattan 

2,233 

-435 

30 

22 

20 

14 

NBO Bancorp. 

2,192 

•45 

a 

18 

18 

15 

National City 

2,059 

•115 

■5 

31 

17 

16 

Manufacturers Hanover 

2,008 

•145 

40 

24 

26 

17 

CoreStates Financial 

1,967 

175 

18 

30 

23 

18 

Norwest 

1,924 

-lit 

6 

19 

24 

19 

First Interstate 

1,909 

•75 

10 

20 

16 

20 

Chemical Banking 

1,884 

-205 

a 

9 

12 

21 

Fleet/Norstar 

1,857 

-355 

47 

12 

22 

22 

First Union 

1,826 

■175 

32 

16 

19 

23 

Barnett Banks 

1,783 

•225 

34 

13 

14 

24 

Bank of New York 

1,695 

■385 

26 

32 

28 

25 

Republic New York 

1,654 

75 

16 

21 

15 

26 

First Chicago 

1,607 

-345 

a 

39 

31 

2/ 

State Street 8oston 

1,292 

■ 85 

38 

38 

27 

28 

U.S. Bancorp 

1,277 

•195 

a 

37 

30 

29 

Fifth Third Bancorp. 

1,162 

-205 

14 

47 

35 

30 

Mel Ion Bank 

1,022 

•195 

a 

41 

35 

31 

KeyCorp 

1,019 

*95 

a 

36 

39 

32 

Boatmen's Bancshares 

1,006 

•95 

a 

45 

37 

33 

Society 

550 

-195 

a 

a 

41 

34 

Northern Trust 

932 

-125 

23 

33 

42 

35 

F i rst flank System 

883 

-165 

a 

28 

33 

36 

F i rst f l del i ty 

£65 

-365 

22 

2S 

34 

37 

flank of Boston 

781 

-42X 

a 

a 

49 

38 

Bancorp Hawai i 

765 

■6X 

a 

a 

43 

39 

Huntington Bancshares 

761 

• 26X 

a 

34 

32 

40 

MNC Financial 

754 

•45X 

a 

* 

47 

41 

First of America 

740 

- 1 1 % 

a 

a 

• 

42 

Wilmington Trust 

668 

cx 

a 

a 

a 

43 

Marshall i 1 Isley 

667 

• 145 

a 

23 

29 

44 

Shawmut National 

660 

• 55X 

a 

44 

a 

45 

Union Bank 

651 

■115 

a 

48 

a 

46 

Comer ica 

640 

-195 

a 

62 

57 

47 

Firstar 

626 

•145 

a 

a 

45 

48 

Crestar Financial 

619 

•315 

a 

a 

60 

49 

First Hawai lan 

619 

•95 

a 

a 

a 

50 

Old Kent Financial 

615 

- 11X 


* Market eapitaliiation * total comon shares outstanding (as of 6/30/90) 
multiplied by market price per share at 8/3/90. 

** Compound growth rate. 

a: Not ranked among the top SO market capi tal i tat ions at date indicated, 

b: Continental's shares include the preference shares owned by the fOlC. 

pf: Market capi tat i lat ion is pro forma for pending merger. 

NA: Mot aval labte. 


AGGREGATE Of 25 LARGEST MARKET 
CAPJ TALI7AT IChS AT INDICATED DATES 


AUGUST 3, TWO 
DECEMBER 31, 19«9 
DECEMBER 31, 1988 
DECEMBER 3t, 198/ 
SEPTEMBER 30, 1987 
DECEMBER 31, 1968 
DECEMBER 31, 1982 


S/0. A billion 

S89.5 

169,7 

156.4 

1/C. 9 

160.3 

129.2 
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foreign banking companies, aggregate market capitalization 
for U.S. banks in relatively smaiL 

The message here is straightforward: if U.S. banking is to 
be competitive globally, and if the banking system is to 
nurture capital formation as a buffer against crisis, then the 
consolidation process should be encouraged and even acceler- 
ated. Imagine for a moment the potential benefits of cross- 
regional combinations in off setting the sometimes-severe 
cyclical vagaries of individual regional economics. For ex- 
ample, if strong banks in California, Florida, and Pennsylva- 
nia had been wedded to those in Texas, how potentially less 
damaging lo the banking system would been the fallout from 
the energy industry. Keep in mind that $15 billion in bank 
equity was eliminated in Texas in the 1980’s and approxi- 
mately $5 billion already in New England. In this regard, it 
would be useful for Congress to establish incentives for states 
to allow further liberalization, where applicable, of their 
interstate- banking laws and also incentives to emphasize high 
levels of common equity and asset quality in developing the 
rules for participation in interstate banking. 


HI. CONCLUSION 


Oi r assignment this morning has been to assess the 
condiuon of U.S. commercial banks, and the related factors of 
asset quality. We have looked briefly at the beneficial possi- 
bilitiesofindustryconsolidation.andprovidcdanoverviewof 

trends in asset quality. We trust dm this overview has sup- 
ported our belief that the condi lion of commercial banks today 
though weakened by increases in domestic problem credits tn 
no way contains the seeds of the kind of ensis that has 


overtaken the thrift industry. Furthermore, the problems of 
money-center banks and certain regionals should not be 
allowed to obscure the relative health of other regional and 
super- regionals counterparts. For example, the following table 
depicts quarterly trends from yearend 1988 in the ratio of non 
performing assets against two lines of defense for banks • 
reserves and equity - for the fifty largest bank holding compa- 
nies. 

EXHIBIT V 


NON PERFORMING ASSETS/ 
RESERVES PLUS EQUITY 



12/88 

2 m 

&S2 

9/89 

j [2m 


m 

Money Center 

45% 

46% 

46% 

45% 

42% 

44% 

44% 

Northeast 

21% 

21% 

23% 

26% 

33% 

40% 

46% 

Midwest 

13% 

13% 

13% 

13% 

12% 

13% 

13% 

Southeast 

10% 

11% 

12% 

13% 

13% 

16% 

21% 

West 

223k 

37% 

233k 

38% 

253k 


m. 

Total 

32% 

32% 

33% 

33% 

33% 

35% 

37% 


To be sure, there are sizable problemsand risks confronungall 
commercial banks, with pressures on reserves and equity from 
the rising tide of non performing assets. Attimes conditions in 
specific regional markets can turn quite adverse, putting con- 
siderable pressure on banks operating within them. Money- 
center banks and regionals in the Northeast indicate on aver- 
age a high and escalating trend, respectively, in nonper- 
forming assets against their reserves and equity; whereas other 
rcgions.espccially the Midwest and Southeast, have clearly 
manageable positions. As we see it, however, commercial 
banks have shown great resilience, and the ability to adapt to 
a variety of a jversity. 
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STATEMENT by LACY M. SHOCKLEY 

for the 

HOUSE BANKING, FINANCE & URBAN AFFAIRS COMMITTEE 

Thursday, August 9th, 1990 


Good morning, Mr. Chairman, members of the House Banking, Finance & Urban Affairs 
Committee and other members of the House of Representatives. I am pleased to address this 
honorable group and hope my comments lead to a better understanding of the difficult situation 
our banking industry is facing. 

As background information, I am Lacy Shockley, a Vice President of Smith Barney, Harris Upham 
& Co. My job is to analyze the stocks of regional banks for the firm’s retail and institutional 
clients. I specialize in banks located on the East Coast and have been analyzing banks for 
approximately 20 years. Prior to joining Smith Barney, I worked for Mabon, Nugent & Co., 
Butcher & Singer, McKinsey & Co., and The Fidelity Management Research Co. 

This morning, due to time limitations , I will address three topics: 

1. The impact of the current depressed real estate market on the banking industry. 

2. The industry’s present low market valuation and the resulting negative impact on the 
industry’s ability to raise capital. 

3. The importance of the regulatory agencies and their role in helping to resolve the problems. 

Regional banks, unlike money center banks, usually concentrate their lending in three major areas: 
consumer, commercial and real estate loans. Most regional banks can weather a problem in one 
of these sectors without jeopardizing the existence or structure of the institution. Few can weather 
problems in all three sectors simultaneously without creating significant stress to the bank. 

Virtually every New England regional bank currently is under severe pressure because of problems 
in all three sectors. The New England region is in a recession with no let up in sight for few of the 
underlying industries appear to be stabilizing. However, when looking at banks in the middle 
Atlantic and southeastern regions, the situation appears quite difficult because most of the regional 
economies basically are still relatively healthy. Those banks whose asset quality and profitability 
ratios have shown deterioration generally are only under pressure from the real estate sector. 
Indeed, many banks from Pennsylvania down through Florida appear to be coming through this real 
estate cycle virtually unscathed. 

In our opinion, the single most important factor in assessing the effect of the real estate industry’s 
current problems on the banking industry is the quality and depth of management. A strong, 
perceptive management recognizes the early signs of weakness in the real estate sector and adjusts 
its lending practices accordingly. As an example, we consider the management of Fleet/Norstar 
Financial Group in Rhode Island to be outstanding. Despite the fact that it is facing problems in 
all three lending sectors, we expect the institution to be able to resume its normal growth and 
profitability track when the economy of New England ultimately strengthens again. In the middle 


Atlantic and southeastern region, where only the real estate sector appears to be significantly 
weakened at this time, a number of the better*managed banks remain largely unaffected. Sovran 
Financial Corp., based in Norfolk, Virginia., is a major real estate lender in Virginia, Maryland and 
Tennessee. Yet its nonperforming loans at June 30 were a very low 1.43% of the portfolio, a 
number confirmed by a targeted real estate exam conducted by the Comptroller of the Currency 
during the second quarter. Other well-managed banks like CoreStales Financial Corp., Mercantile 
Bankshares, First Wachovia Corp. and Citizens Southern Corp. also appear to remain essentially 
unhurt by weak real estate markets Conversely, many other middle Atlantic and southeastern 
banks with weak managements are having difficulties. 

From a market valuation perspective, the current problem in the real estate sector is having 
devastating effects on virtually all bank slocks, regardless of management strength. Since last 
October, bank stock prices have moved consistently lower. In my years as a bank stock analyst, 
it is hard for me to recall a period when investors sentiment has been more negative. It is as if 
investors have decided that loan portfolios truly are a blind pool and reported asset quality numbers 
have no credibility. Consequently, all bank stocks, regardless of fundamental quality, have been 
under downward price pressure. Indeed, the stocks of many banks are so depressed that it appears 
our traditional valuation framework for these stocks is being challenged. (Note the two charts 
following this text, tracing relative valuation of the group over the last 20 years.) 

The implications of this historically low valuation include the following: It is very difficult, if not 
impossible, for most banks to raise equity capital at this time. Therefore, many banks that need 
to bolster reserves are forced to sell off more profitable subsidiaries, thereby weakening future 
profit potential. Consolidation activity which needs to occur within the industry has been and will 
continue to be severely curtailed The curtailment has occurred for two reasons: First, banks do 
not prefer to buy other banks with c;- h because of the resulting goodwill generated on the balance 
sheet Secondly, larger regional barks whose fundamentals are strong still have stock prices that 
are too low to allow- them to acquire other institutions without unacceptable levels of dilution. This 
situation will not change until the market valuations improve. 

In our view, the government agencies regulating regional banks could be a significant force in 
helping to strengthen and restore regional bank stock valuations by providing credibility in the 
reported numbers, l or example, we are very pleased by the OCC’s current posture of rigorously 
reviewing bank’s real estate portfolios. This review- process is a significant step in restoring 
credibility in the asset quality numbers reported by banks after such an exam. Furthermore, this 
will help generate greater credibility in the projections of earnings and book value used in 
determining stock valuations. Thus, we believe rigorous review by agencies is a fundamental step 
in restoring investors confidence, which has been severely tested in the banking industry. 

We are very encouraged by our understanding that this type of rigorous regulatory analysis is being 
extended to be other lending portfolios within regional banks. We believe it is also critical that all 
regulatory bodies reviewing bank’s loan portfolios adopt similar strict standards. In the short run, 
due to current real estate situation, in our view, it is essential these standards be immediately 
implemented by all regulatory bodies, evaluating real estate portfolios. 

Thank you, Mr. Chairman, for this opportunity to address your committee. I hope my comments 
have been useful and 1 am happy to answer any questions you might have. 
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Charlss Cranmer 
Commercial Bank Analyst 
She arson Lehman Brothers Inc. 


Rea] estate loan problems are already severe and are likely to deteriorate in 
aost parts of the country. This portends further increases in problem loans 
for U.S' banks, more loan writeoffs, and more losses. A selection of large 
regional banks reveals a large average exposure to commercial real estate 
loans averaging 210% of common equity. For these banks, non-performing 
commercial real estate loans hava nearly doubled In the past year, and now 
stand at 7.8% of total commercial real estate loans, compared to 4.5% last 
year . 

Moreover, metropolitan office vacancy rates of 19.9% art approaching an all 
time average high and are deteriorating in most markets. Those markets such 
as Houston and Denver that have stabilized tend to be at high vacancy rates 
exceeding 20%. 

that concerns us most about the prospect for real estate is that heading Into 
the last recession in i960, the country bad already endured its real estate 
washout, and vacancy rates were comfortably below 10% and declining. Nov, 
however, we may be headed into a recession at a time when a 16% vacancy rate 
is considered laudable. This will be an extremely difficult environment in 
which for banks to work out of their problems. 
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You've got to look hard to find a silver lining. Just as troubling to us as 
the nominal vacancy rates is the fact that considerable new product is still 
in the pipeline. Anecdotally, we can all see the subdivided properties and 
half completed buildings out towards Tyson's Corners and Dulles Airport. In 
fact, while office construction spending has dropped 50% nationally from its 
peak of $34 billion in 1985, it is still tracking a running rate of $22 
billion, roughly 60% higher than 1979 (in constant dollars.) 

And while office construction has slackened, "other non-resident ial" 
construction spending (strip nails and other retail space, warehouses, repairs 
and improvements) has risen 50% since 1983. A further interesting anomaly 
that our housing analyst has frequently noted is that despite the sharp drop 
in housing starts recently, the value of residential construction spending 
remains close to its 1986 peak. This reflects a trend away from multifaaily 
units, toward bigger bones with more amenities. Whether a deep market exists 
for these high-end homes is an open question. 

The deterioration in the real estate market has been parallelled (not 
coincidentally) by a surge in bank loan exposure to commercial real estate. 
Since 1980, commercial mortgage loans have doubled as a percent of total bank 
portfolios from 9% to 17% currently. 

How significant a threat real estate exposure really poses for the banking 
industry is difficult to say categorically. That depends on how such of a 
given bank's real estate exposure is ultimately written off, This depends, in 
turn, on a multitude of factors; the aggregate exposure of a bank relative to 
its equity base, the health of a bank's local real estate market, and a bank's 
underwriting standards. 


33-90 0 - 90-5 
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Current Baal Estate Problw Differ fren Peat Ones 

One of the thorniest p rob lees for bank analysts these days Is trying to 
determine the "loss content” of non-performing assets — that is, bo* much 
will ultinately be written off. I think nost of us started out thinking that 
there was no necessary relationship between chargeoffs and non-per forming 
loans. It was presumed that any bank with halfway decent credit standards 
could work out of a problem loan with no loss at ell. In one of the few 
precedents to the current crisis, many banks worked their way out of the REIT 
crisis of the ' 70’s with only moderate losses despite huge burdens of 
non-performing assets. 

For instance, First Atlanta at the close of 1978 carried non-per forming assets 
measuring of 14% of loans. Today, such a bank would be presumed deed. In 
fact, First Atlanta never incurred a loss in any subsequent year, its loan 
loss reserve never rose above 1.41% of loans, and the bank actually raised its 
dividend in 1977 and each year thereafter. 

Similarly, a glance at First Union In 1973, just prior to the REIT 
debacle, shows a bank with 50% of its equity in amsd real estate, both OREO 
and real estate investments. In addition, fully 15% of loans were 
construction related loans extended by the bank. At the mortgage company, 
another 10% of the holding company's loans were real estate based, consisting 
Importantly land development. While First Union sufferred several weak years 
in the 1970's, it never had a loss and never cut its dividend. 
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So if you use the REIT episode as a precedent, you might be reassured. But 
then case Texas and all rules of thumb vent out the window. Texas has now 
been followed by the travails In New England, and now analysts are all shell 
shocked. If New England is any precedent, 76 cents of reserve seems necessary 
to cover every dollar of non-per forming loans. The fact is that few analysts 
today will even pretend to know vbat the appropriate reserve is against a 
probleo real estate portfolio. As a profession, we're pretty nuch flying 
blind, trying to divine from each successive examination what an appropriate 
reserve might be, and trying to determine anecdotally how big a haircut 
properties are actually taking in workout. 

Again, If you consider only the New England banks in the past year, you would 
be forced to conclude that 75% of non-per forming assets will ultimately be 
written off. Before the recent events in the mideast, we were fairly 
optimistic that this 75% benchmark would ultimately be proven far too high and 
that the true number would be more like 25%. Now, with the oil crisis and 
other indicators auguring recession, we cannot say that with as much 
conviction. 

So far Id Texae, Arizona, and New England, the impact of the real estate 
crisis on banks has taken a far heavier toll than It did on the banks in the 
REIT crisis. It might be helpful to list what we see as the chief differences 
between then and now. 

First and foresrast, inflation in the late 70s bailed out many real estate 
protects. 
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Deeographics. la the 1970‘s we were still oa the leading edge of the baby 
boo* coving into its house buying years. 

Most of the overbuilding in the '70‘a was residential and was concentrated in 
the Southeast, r fairly rapidly growing region. 

By all accounts> sost of office vacancy space was In downtown areas. The 
problea of huge suburban vacancies had not yet becone as significant as it is 
today. 

Lending standards have clearly eroded (store on this later). 

Mon-residential Real astate loans have grown as a parcantage of bank equity. 


Tax Law Changes Played a Central, and Underappreciated Role 

The real estate probleas In the banking industry are the product of a nyriad 
of factors. 1 would like to section a few that were inatrusantal, and, ! 
think, underest isated. I won't explore the thrift crisis and the ongoing RTC 
workouts, which will continue to pressure narkets for years to coee. 

Maybe not the sost iaportant, but I think the sost underrated factor is that 
banks (and real estate developers.) were whipsawed by tax legislation related 
to real estate. This worksd in two ways: 
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First case the 1981 tax legislation which allowed for liberal treatment of 
real estate— accellerated depreciation of real assets , and favorable treatment 
of passive losses. This encouraged the construction of real estate projects 
which would not have been economical on their own, and breathed life into the 
syndication business, which had many unscrupulous operators. 

But the 1981 tax law changes had a second effect; they were rescinded in 
1966. Many developers rushed to get financing in place and deals closed in 
late 1986 so that their deals would qualify for treatment under the 1981 tax 
legislation. It just so happenned that this coincided with dramatic 
overheating in many markets — notably Boston. Many banks were overwhelmed with 
applications from all kinds of customers with little experience in real estate 
anxious to get their deals in under the wire. 

Between the third quarter of 1988 and the third quarter of 1987, Bank of New 
England's commercial mortgage portfolio increased by $1.6 bilHoo, or 41%. 

For a bank with tight internal controls this would not necessarily have 
spelled doom, but for a bank like BNE that had made innumerable acquisitions 
and had never bothered to integrate them and that moreover clearly rewarded 
leaders (implicitly if not explicitly) based on the loin volume they 
generated, this was a recipe for disaster. And, of course once all this 
marginal product was built, it ruined the market even for all the wall 
conceived projects. It would be interesting to determine how many of the real 
estate problems now coming home to roost had their inception in the fourth 
quarter of 1966. 
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Bank Earning* Boa* is the ’ 80 '*, Landing Standard* Fall 

This lead* ae to a second se)or cause of real estate probleas among banks — 
management behavior. There is always a tension in any business between 
earnings growth and balance sheet strength, producing earnings today versus 
building the ability to weather hard tines. For banks, this tension is 
especially acute, because first, banks are highly leveraged businesses, and 
second, in a thousand little ways it is easy to artificially inflate earnings 
by compromising lending standards only slightly. 

For Instance, a bank can persuade the borrower that if he agrees to pay prime 
plus 1 1/4 instead of prine plus 1. it will lend bin 90% of the deal's 
projected value, not 80ft of its cost. Analysts will be none the wiser, On 
the contrary, they nay applaud the bank for its earnings momentum. The bank 
will have boosted earnings today with only a hypothetical impact on earnings 
tomorrow. 

In the 1980's many managements succumbed to this temptation. The 1980's were 
an ebullient time for all financial markets, but for banks they were also 
period of revolutionary change. In particular, the passing of interstate 
banking restrictions oreated an environment in which all banks were regarded 
as either potential acquirees or acquirors. Maintaining earnings momentum was 
absolutely imperative to keeping a bank's stock high and achieving one of 
three strategies: avoiding being acquired, getting the m&ximiiB price for 
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shareholders in an acquisition, or minimizing dilution For the acquiror. 

Smalt exceptions to loan policy may have seemed like a fair price to pay to 
achieve these goals, especially when credit problems of the “70 s seemed a 
distant threat to young lenders who had never had to work out of a bad 
credit. There is no easier way for a bank to fabricate earnings than to focus 
on real estate; developers will always borrow. 

Moreover, it only takes one or two highly aggressive banks to upset the market 
for all banks. Better banks must relax their credit standards at least 
slightly just to keeplong time customers. Moreover, the more aggressive banks 
could cause more real estate product to be constructed than the market can 
absorb. This can ruin the market even for well-conceived projects financed by 
belter quality banks. It is crude, but probably accurate, to say that a bank 
management can only be as smart as its dumbest competition. 

Maintaining earnings momentum was even more problematical for the larger banks 
than it was for the regionals. These larger banks were enduring steady 
erosion of their traditional customer bases to Japanese banks, the commercial 
paper market, and non-bank enterprises like G.E credit and GMAC. Moreover, 
these banks were burdened by LDC loans which were obviously worth something 
south of 50 cents on the dollar. Again, real estate may have seemed an easy 
alternat ive. 

The insidious deterioration in lending standards that characterized the lOBU’s 
was compounded when an acquisition was actually consuwnated . Bank 
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acquisitions often mean earnings dilution and subsequent oaths by bank 
managements to 'earn back" the dilution, often by cutting costs or enhancing 
revenues at the aquired institution. This can be a contradiction; in fact, 
merging two banks is an expensive proposition that demands a large up front 
investment if any long term "synergies’' are to be obtained. 

In practice, (and in hindsight) what often seems to have happenned is that the 
acquiror never took the difficult steps necessary to fully integrate the 
acquired bonk, the most important of which is unifying o r edit policies and the 
chain of accountability for credit decisions. Instead, management look the 
easy route and "parned out 1 dilution by gunning loan growth and cutting staff 
in non-revenue generating capacities like loan administration. 

Many of these managements had neither the capacity nor the experience to run 
large, multistate organizations. In many instances, these companies had 
significant internal disagreements among managements, and split boards of 
directors, many of whom were opposed to the integration of the banks the had 
formerly served as independent entities. 

So sometimes the easiest thing a weak, size-obsessed CEO could do was nothing, 
just continue to expand and hope for the best. Thus, not only were the 
acquired bank's any credit problems at the acquired bank never addressed, but 
its tenders were set loose often with higher lending limits to continue to 
make bad loans . 
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Boards of Directors tend to be Passive 


I think the composition of bank boards of directors often works to the 
detriment of the banking industry. It has been pointed out by bank stock 
investors ouch smarter and wealthier than 1 that there is a curious tendency 
for bank directors to comprise the best customers of the bank or elae the 
cronies of management. In part, that ia a vestige of the days not so long ago 
then these auperregionala were community banks. Even if there is no direct 

conflict of interest, few directors have any independent knowledge of the 

1 *' 

Industry and are thus in a poor position to dispute the decisions of senior 
management. 2n a pinch, they asy cal) In consultants or to look around thaa 
and see what other banks are doing, but too often they are just a rubber stamp. 

For banks, directors are frequently former directors of banks that ware 
acquired, and aay have continued loyalties to the old bank. Thus, they oay 
try to protect the interests of the old bank if they conflict with the goals 
of the larger entity. Certainly, that's not all bad, but it can tend to 
militate against the early recognition and resolution of operational and 
credit problems at subsidiary banks. Thus, even if a director had concerns 
with rapid buildup in real estate loans, be may have had no incentive to 
protest. 
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"Marking to Market" ia Tin* Jo Theory, Dangerous la Practice 

A theory baa cone into vogue among academics, regulators and analysts of banks 
that advocates "narking to aarket” bank balance sheets. This school of 
experts holds that generally accepted accounting principals (GAAP) are an 
inadequate standard for measuring tVe financial strength of banks. Since CAAP 
is based on historical cost of assets, not their current aarket values, these 
experts reason, it cannot capture the econcaic value of an institution at a 
given point In tiae. They think that looking at banks on a aarket value basis 
is s more valid Method than CAAP accounting. 

Proponents of this approach point to the thrift crisis to i\g>port their 
viewa, They rightly dais that eany of the thrift problems arose because the 
institutions vers economically inslvent, even though acountlng and regulatory 
standards shoved then es having capital. Not only were theta thrifts allowed 
to reaain open, they were also permitted to engage in such risky businesses as 
real estate developoent. 

The response of thrift managements to this state of affairs vas to roll tha 
dice and bat on increasingly risky investments. If these investments worked 
out, the managements and shareholders were enriched. If they didn't work out, 
the FSL1C and the taxpayers picked up the tab and the owners were no worse off 
because their thrift had been insolvent to begin with. Heads you win, tails 
the FSL1C loses. 
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What permitted these unscrupulous (but entirely rational) investors to engage 
In these practices was the government's deposit quarantee; the people who 
financed their ventures (hot money depositors) were indifferent to the credit 
profile of the institution. Depositors in these thrifts, many of whom were 
highly sophisticated, couldn’t have cared less how their funds were being 
invested. Supporters of the mark to aarket approach argue with Justi f ication 
that if these thrifts had been narked to aarket, shown to be insolvent and 
shut down early on in the gamne, taxpayers and the deposit insurance funds 
would have been saved tens of billions of dollars. 

Its easy to extend this argunent to today's commercial banking industry. As 
discussed above, the industry undeniably has very serious reai estate probleas 
which will take years to work through. Proponents of aarking to aarket 
contend that removing troubled commercial banks from the industry now by 
aarking their portfolios to aarket will preclude the profligate dice rolling 
that characterized the thrift industry, and will save taxpayers further 
bl 1 lions. 

While this theory has lots of logical appeal and such theoretical validity, we 
think that it has serious shortcomings when applied in practice. We suspect, 
but we cannot prove, that this mark-to-market discipline has been embraced by 
regulatory authorities in recent bank examinations. 

for one thing, GAAP, for all its weakness, is also founded on the concept of 
the business entity as a going concern, and makes an implicit assumption about 
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(he future viability of that entity. Mark-to-market accounting, conversely, 
assumes that the entity must be liquidated today. le don't know many 
companies that would be worth stated book value if forced to liquidate 
immediately in today ' s market . 

But the foundation for our objection to mark-to-market is our assumption that 
bank regulation should be as counter-cyclical as possible; it should not be 
procyclical. That is, regulations should work to dampen the excesses nf a 
speculative boom and cushion the impact of a market downturn. It seems to us 
that the marking to market of bank real estate loan portfolios accomplishes 
just the opposite — it reinforces both of these trends, especially when 
applied to real estate loans. 


Real Estate Markets are Inefficient 

Real estate markets are not like securities markets; they are inefficient and 
especially in bad times take a long time to clear. There is no single market 
clearing price for real estate as there is for equities, or government bonds, 
or LDC debt. Any determination of the market value of real estate in a market 
such as now exists in New England necessarily involves subjective, if not 
arbitrary assimptions about regional economic growth, required returns for 
real estate, future rental rates and absorption rates. 


For better or worse, real estate appraisals are more an art than a science. 
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and the ©oat coomonly used benchmark for Market value still tends to be the 
©oat recent sale of a similar property or comparable rental rates. This tends 
to reinforce bull markets in real estate when there are a multitude of 
coopeteing bids for every bouse put on sale. 

A large bank writeoff can disrupt any ©arket that is eaerglng for real estate 
after the ©arket turns south. If it looks like the bank has reserved 60X 
against its non-perforslng real estate portfolio, this will tend to set a 
ceiling on real estate prices while Investors with cash await the inevitable 
foreclosures and auctions that will ensue fro© such wri toffs. Thus, If 
regulators ©ake implicit assumptions about future real estate values in 
determining reserve adequacy, these assvaptlons can become self-fulfilling. 

Marking to ©arket a bank's loan portfolio produces writeoffs that remove 
cap! tel from the regional economy and foroes the afflicted bank to call In 
loans and focus loan officers on loan workouts rather than servicing existing 
customers. Other banks in the region ©ay also rsign In their lenders at the 
worst possible time for the economy. The losses will reduce credit 
availability with a large multiplier effect— at least $10 of loans for every 
dollar of capital removed. 



As we said in our March 2 report* "Boston, Texas?", "It U hard for us to 
imagine that the 00C falls to appreciate that its actions could foster further 
weakening in the real estate markets. . . the markets may ultimately get as 
bad as the regulators envision, but the regulators have not only accellerated 
the process, they nay also have worsened the final result. Ve worry that 
further sizable writeoffs. . . . could attenuate the flow of credit 
nationwide. Conceivably, that could nean slower growth — in effect, a credit 
crunch Induced by regulatory pressures." Thus, attempting to nark bank 
balance sheets to aarket only complicates the workout process and could 
arguably cost the national economy more than it stands to save the deposit 
funds . . 

The New England region is an interesting case in point in how the 
mark-to-market theory might be inappropriate. Prior to 1988, there was no 
reason to think that New England real estate would ever be a problem. For 
half a decade, there had been almost literally no loan losses from indigenous 
real estate loans. In the five years from 1882 to 1986, Bank of New England, 
a $22 billion-asset bank at the tine, incurred a grand total of $6 mil! ion in 
real estate-related loan chargeoffa. Most of these it recovered. 

True, the market in retrospect was clearly booming and close to overheating, 
but there seemed little cause for concern about a simp; unemployment was half 
the national average. Any aark-to aarket of a bank portfolio In this kind of 
market would have produced a value of 100 cents on the dollar or acre (some 
banks in New England had shared appreciation portfolios in which the bank 
typically lent 100* of the value of the property in return for a cut of the 
property's appreciation. This kind of lending is nuts.) 
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Mark~to-«erket procedural would not have pravaotad tha booming New England 
market fro# crossing tha line into speculative excess nor would it have 
prevented tha inevitable bust. About the bast that regulators could have done 
to mitigate these future probleas was to ensure that credit standards were 
adhered to throughout the organisation that acqui alt ions were integrated, that 
documentation was in place, that credit approval channels ware not being 
oircusvented. These are snail things, but if they had been done assiduously 
throughout the ' 80 's, today's probleas night not be nearly as severe. 

Once the boon turns into a bust, nark to aarket net hod a aren't nuch help 

either. The problea is that when the aarket turn aour, it beconea extreaely 

difficult to deteralne a fair aarket price for real astate. Transaction 

¥ 

voluae disappears, complicating the appraisal process since there are so few 
coaparables. Those transactions that do take place are likely to be 
desperation sales on the part of the seller, and such transactions are likely 
to predominate as developers bee one Increasingly strapped for cash and banks 
begin auctioning off foreclosed assets. To us, it is not helpful to write 
bank loans down to collateral values determined in a sporadic and severely 
distressed market. 

In such tiaultuoua tlmea as New England is now enduring, In abort, it ia a 
challenge to determine the appropriate price to mark to. One can make 
assumptions about certain classes of real estate and when they are likely to 
sell and discount them from that price, but any such assumptions are not only 
arbitrary but dangerous, because small changes in these assumptions can have a 
huge impact on the bank's equity account, given how leveraged they are. 



140 


(tore It • hypothetical example *e used in our "Boston, Texas?" report: 

It's easy to fail a bank. Banka are leveraged, to snail changes in things 
like discount rate assuoptions and rents can have a big impact on the equity 
account. Suppose a bank has $6 in equity, $100 in assets, and $25 in real 
estate loans. Suppose that these real estate loans are secured by $31 in real 
eetate (the bank lent 8% of the original estimated cost of the pro}ect.) The 
real estate market is soft, but the loans are being serviced on schedule end 
the bank projects that the properties will not be sold for another two years. 
Discounting the collateral back at 8% for two years, the bank arrives at about 
$27 in collateral value — apparently adequate coverage for full principal and 
a year or so of Interest. 

Nov suppose an examiner steps in and says, M Ve don't buy your assessment of 
the market. In Texas, it often took five yeais or more to sell properties, 
and the original projected price vas seldom obtained. Therefore, we want you 
to use a five year horizon, and to raise your discount rate to 10%. " Those 
combined changes reduce the present value of the collateral to $19.41. There 
is a $5.59 deficiency between loan value and collateral value. If the full 
amount is reserved, the bank will be insolvent. 

The point of this exercise la not to suggest that regulatory methods are 
arbitrary. It la just o underscore the feet that banka are delicate 
mechanisms. On the margin, a hundred basis points on the cap rate can do 
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tremendous damage. Liquidation analysis nay be justified when a bank is out 
of control and when the problems are so severe that it nay no longer be a 
viable entity, it may have been justified with the Bank of New England. We 
are willing to accept that. However, it must not be forgotten that the same 
methods could just as easily produce similar results at a better managed, 
better capitalized bank. 

Another consideration in this mark to market argument is that foreign banks 
will not be subjected tc the same rigorous treatment. I think that Japanes 
banks have real estate loan problems that are every bit as serious as our 
own. However, I doubt that we will ever see real estate problems tranlate 
into losses for the vast majority of Japanese banks. Either they will not 
recognize the losses at all, or they will camouflage them by taking gains on 
hidden assets. Either way, the Japanese banking system may (unfairly) look 
safer than our own. This can only be an advantage for the Japanese. 

We are not advocating forebearance for commercial banks, just a little 
breathing room. What we think may be required if mark-to-market practices are 
abjured is a buildup in the corps of examiners to prevent banks from "rolling 
the dice." Regulatory agencies now are woefully understaffed and are losing 
good people daily to the private sector. Spending more on examiners now and 
paying them well might keep the best examiners at the agencies and allow them 
to do the supervisory job they were hired to do. The cost to taxpayers now of 
a fully staffed corps of examiners would be more than offset by the money 
saved in loan losses down the road. 
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Honorable Robert L. Clarke 
Comptroller of the Currency 
490 L'Enfant Plaza 
Washington, D.C. 20219 


Dear Mr. Clarke: 


As you know, there has been concern expressed about large real 
estate lending by many commercial banks across the nation. At the 
same time, some Members of the Banking, Finance and Urban Affairs 
Committee have suggested that much bank credit is being channeled 
to large borrowers while smaller credit-worthy borrowers suffer 
from a lack of credit. 

The highly publicized loans and debt-restructuring arranged 
for Donald J. Trump and the Trump Organization in New York and New 
Jersey illustrate current problems in the banking industry and the 
real estate market. It is my understanding that dozens of U.S. 
banks as well as some foreign banks are participating in $2 billion 
of loans to Mr. Trump and the restructurings of che debt. Many of 
these tanks including two of the lead institutions -- Citibank and 
Chase Manhattan -- are supervised by your agency. 


It is my intention to conduct hearings in early August on the 
banks' handling of the Trump Organization loans and related real 
estate loans and the manner in which the various regulatory 
agencies have reacted to th^ developments. At that time, I would 
want you and the appropriate personnel from OCC to be prepared to 
discuss these issues with the Committee. We will inform you at the 
earliest possible moment of the specific date and location of the 
hearings . 


During informal discussions with my staff, some of the OCC 
staff expressed concern about the confidentiality of the Trump 
loans and any supervisory steps that may have been undertaken in 
connection with the loans and their restructuring. As you are 
aware, many of the details of the loans have been spread 
prominently across the pages of major newspapers, magazines and 
television screens in recent weeks. Additional details have been 
spelled out in filings with the Securities and Exchange Commission. 
The veil of secrecy has been breached in many places. 
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I are aware of OCC's long-standing policy of confidentiality 
and it is something that often slowed Congressional oversight 
efforts in past vears. However, I do feel strongly that we are in 
a new era wherepthe public expects a more open system and a more 
vigorous oversight of the agencies which regulate taxpayer-insured 
institutions. 

For too long, the Congress failed to provide oversight of the 
savings and loan industry and its regulators. I am convinced that 
billions of dollars of insurance and tax dollars could have been 
saved with regular, ongoing oversight of thrifts and the Federal 
and state regulatory agencies. Instead we waited until the 
problems became a crisis. It is important that we learn from past 
mistakes and not let problems grow in the dark in any industry 
where the taxpayers are the ultimate safety net. 

I appreciate all your past cooperation with us on earlier 
hearings and I am sure we will have a similar response to this 
request. 


Siny rely , 

Henry B. cSnzalez 
Cha irman 
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Honorable Robert L. Clarke 
Comptroller of the Currency 
490 L'Enfant Plaza 
Washington, D.C. 20219 

Dear Hr. Clarke: 

This letter will serve to confirm my earlier correspondence 
and provide notification that the Committee on Banking, Finance and 
Urban Affairs will commence hearing on August 9 of this year to 
examine the commercial real estate underwriting and lending 
practices of commercial banks, and as a case study, will 
investigate the banks' handling of the loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
transactions involving Citibank, Chase Manhattan and other 
institutions under your supervision involving loans to Trump and 
the Trump Organization as veil as actions and discussions, formal 
or informal, that may have been undertaken by your office in 
connection with various loans to the Trump Organizat ion. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
\7ill be made available to all Committee members in advance of your 
appearance . 


U S. HOUSE OF REPRESENTATIVES 

C0MM T1H ON BANKING FINANCE AND URBAN AFFAIRS 
OSt HUNDRED First CONGRESS 

?i AAVBURN HOUSE OFFICE Bj'lDiNG 
WASHINGTON DC ZOS'S 

July 17, 1990 
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Prior to your appearance, I would ask that the appropriate 
personnel of OCC be available for discussion of these issues with 
ay staff. I an certain a mutually agreeable time can be arranged. 
In addition, I would want a list of all institutions under your 
supervision which are currently participating in the loans to Trump 
or the Trump Organization. 


Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



Henry B. G onza|>z 
Chairman 
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The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance and Urban Affairs 
United States House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

This is in response to your letter of July 17, 1990 inviting me 
to testify on national bank real estate portfolios, including 
loans extended to Donald Trump. 

Your letter requested my appearance before the Committee on 
August 9, 1990 at 10 a.m. Because of a longstanding prior 
commitment which I am not in a position to reschedule, I will 
not be able to appear at that time. I will be available to 
testify after that meeting, around 12:00p.m. 

With regard to the Trump loans, 1 would like to reiterate what 
my staff has said to yours. Because of the need, recognized by 
Congress, to keep such examination-related information 
confidential, I will not be free to discuss those loans or the 
condition of the specific banks holding them. Since the OCC's 
mission depends on its supervisory authority over national banks 
and, thus, on its examination process. Congress has recognized 
the need for the OCC to treat the information it obtains as 
highly confidential. £££ 12 U.S.C. S 481; 18 U.S.C. S 1905. 

The need for confidentiality was underscored in 1982 when 
Congress authorized the General Accounting Office (GAO) to have 
access to bank examination reports and provided statutory 
safeguards to protect against disclosure. See 13 U.S.C. SS 712, 
714. Since that time, in the performance of its duties, the GAO 
has frequently requested access to OCC examination reports, and 
the OCC has complied with those requests. 

I will be happy to have my staff work with yours to arrive at a 
mutually convenient time for the real estate hearing. 


Sincerely, 

^w\5 

Robert L. Clarke 
Comptroller of the Currency 
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Honorable Alan Greenspan 
Chairman, Board of Governors 
Federal Reserve System 
20th and C Streets, N.W. 

Washington, D.C. 20551 

Dear Chairman Greenspan: 

As you know, there has been concern expressed about large real 
estate lending by many commercial banks across the nation. At the 
same time, some Members of the Banking, Finance and Urban Affairs 
Committee have suggested that much bank credit is being channeled 
to large borrowers while smaller credit-worthy borrowers suffer 
from a l^ck of credit. 

The highly publicized loans and debt-restructuring arranged 
for Donald J. Trump and the Trump Organization in New York and New 
Jersey illustrate current problems in the banking industry and the 
real estate market. It is my understanding that dozens of U.S. 
banks as well as some foreign banks are participating in $2 billion 
of loans to Mr Trump and the restructurings of the debt. Many of 
these banks i' eluding two of the lead institutions -- Manufacturers 
Hanover and Bankers Trust, New York -- are supervised by your 
agency. 

It is my intention to conduct hearings in early August on the 
banks* handling of the Trump Organization loans and related real 
estate loans and the manner in which the various regulatory 
agencies have reacted to the developments. At that time, I would 
want you and the appropriate personnel from the Federal Reserve 
Board to be prepared to discuss these issues with the Committee. 
We will inform you at the earliest possible moment of the specific 
date and location of the hearings. 

I feel certain you share my concern that there be proper 
oversight of insured institutions and their regulators. For too 
long, the Congress failed to provide oversight of the savings and 
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loan industry and its regulators. I an convinced that billions of 
dollars of insurance and tax dollars could have been saved with 
regular, ongoing oversight of thrifts and the Federal and state 
regulatory agencies. Instead we waited until the problems became 
a crisis. It is important that we learn from such mistakes and not 
let problems grow in the dark in any industry where the taxpayers 
are the ultimate safety net. 


I appreciate all your past cooperation with us on earlier 
hearings and I am sure we will have a similar response to this 
request. 
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Honorable Alan Greenspan 
Chairman, Board of Governors 
Federal Reserve System 
20th and C Streets, N.K. 
Washington, D.C. 20551 


Dear Chairman Greenspan: 

This letter will serve to confirm my earlier correspondence 
and provide notification that the Committee on Banking, Finance and 
Urban Affairs will commence hearing on August 9 of this year to 
examine the commercial real estate underwriting and lending 
practices of commercial banks, and as a case study, will 
investigate the banks' handling of the loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
transactions involving Bankers Trust, Manufacturers Hanover and 
other institutions under your supervision involving loans to Trump 
and the Trump Organization as well as actions and discussions, 
formal or informal, that may have been undertaken by your office 
in connection with various loans to the Trump Organization. 


In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to ail Committee members in advance of your 
appea ranee . 
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Prior to your appearance, I would ask that the appropriate 
personnel of the FED be available for discussion of these issues 
with my staff. I are certain a mutually agreeable time can be 
arranged. In addition, I would want a list of all institutions 
under your supervision which are currently participating in the 
loans to Trump or the Trump Organization. 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 

Sirw;erely , 

/m^H 

Henry B. Gonzalez 

Cha i rman 
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Jill K. Considine 
Superintendent of Banks 
Hew York State Banking Department 
2 Rector 

Hew York, N.Y. 10006 
Dear Ms. Considine: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Pinance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know. Members of the Banking Committee, from 
various regions of the country, have expressed concerns about large 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in Hew York 
and Hew Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

, 5 : he Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in which the federal and state regulatory agencies have 
reacted to these developments, it is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibilities. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss the role of the New York 
State Banking Department in the examination, supervision and 
regulation of state-chartered banks, with particular attention to 
banks' real estate lending practices. In addition, the Committee 
would be interested in your department's reaction to the loans and 
debt-restructuring arranged by Manufacturers Hanover and Bankers 


US. HOUSE OF REPRESENTATIVES 

COMMITTEE on BANKING finance and URBAN affairs 
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July 12, 1990 
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Trust and other institutions for Donald J. Trump and the Trump 
Organization. The Committee will need a response to this request 
for your appearance by no later than July 20, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Payburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 

Sincerely, j 4 

Henry B. GonzaleV^ 

Chairman 
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State of New York 
Banking Department 
Two Rector Street 
New York N Y 10006 

J'CCM CONS.D.NE 111(241990 


July 20, 1990 


Hon. Henry B. Gonzalez 
Cha i rman 

Committee on Banking, Finance 
and Urban Affairs 
U. S. House of Representatives 
2129 Rayburn House Office Building 
Washington, DC 20515 

Dear Congressman Gonzalez: 

Thank you for inviting me to present 
testimony at hearings you are holding beginning 
August 9, 1990. 

I regret that due to prior commitments, 
unable to participate. 


Sincerely , 




I will be 
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New York State Banking Department 


Oavio T Haivorspn 

f •»' CC*w** S.*t» •.UOHI* 


July 24, 1990 


Mr. Ton Adams 
Professional Staff 
U.S. House of Representatives 
Committee on Banking, finance 
and Urban Affairs 
2132 Rayburn Building 
Washington, D.C. 20515 

Dear Tom: 

-We spoke today about the hearings which Chairman 
Gonzalez is considering for August 9th. The 

Superintendent is always pleased to respond to 
Congressional requests for information and testimony but, 
as you know, she is not available that day since she is 
moderating the Wall Street Roundtable for the National 
Conference of Women Executives in State Government. 

The Department will, of course, endeavor to make 
available to you someone at the highest le>Ael who can 
respond to questions generally about how we supervise 
banking institutions in New York. Deputy Superintendent 
Peter Philbin, whom you met, is well qualified for this, 
and is willing to rearrange his schedule to be available 
on the 9th of August if necessary. You should be aware, 
however, that the Department’s policy is not to comment - 
on particular institutions or their customers. 


Very truly yours, 
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Anthony J. Parrillo 
Oi rector 

Division of Caring Enforcement 
Hughes Justice Complex 
Trenton, New Jersey 08625 

Dear Mr. Parrillo: 

Pursuant to its oversight jurisdiction, the Committee on 
Banking, Finance and Urban Affairs has been reviewing the real 
estate underwriting and lending practices of commercial banks. 

As part of that oversight, I have directed the investigative 
staff of the Committee to conduct interviews and gather information 
regarding the real estate loans and debt-restructur ing arranged for 
Donald J. Trump, the Trump Organization and related parties in New 
York and New Jersey. 

In order to facilitate the Comm.ttee's investigation into this 
matter, the Committee requests any inforration in the possession 
of the New Jersey Division of Gamsng Enforcement regarding 
financing secured by the Trump Organi zat . or. and its related parties 
including, but not limited to, any tank loans or securities 
transactions where property in New Jersey was collateralized: any 
financial analysis generated by your office concerning properties 
owned or operated by Mr. Trump; any applications submitted by Mr. 
Trump as part of the casino licensing process, including Mr. 
Trump's financial statements; any information that was entered into 
the record in hearings before tr.e New Jersey Casino Control 
Commission; and any information surrounding the financing of 
properties owned by Mr. Trump, the Trump Organization or any 
related parties. 

Thank you in advance for your cooperation in this matter. If 
you have any questions regarding this request, please do not 
hesitate to contact Tom Adams of my staff at (202) 225-2924. 



Chairman 
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Donald J. Trump 
President 

The Trump Organization 

725 5th Avenue 

New York, N.Y. 10022 

Dear Mr. Trump: 

The House of Representatives Committee on Banking, Finance and 
Urban Affairs, pursuant to its legislative and oversight 
jurisdiction, will commence hearings on August 9, 1990 to examine 
the commercial real estate underwriting and lending practices of 
both state and federally-chartered commercial banks. 

As you may know. Members of the Banking Committee, from 
various regions around the country, have expressed concerns about 
the real estate lending practices of many commercial banka. In 
hearings held earlier this year, the Committee heard the testimony 
of business leaders, regulators and locally elected officials which 
indicates increasing frustration in the commercial real estate 
credit markets. Moreover, the highly publicized loans and debt- 
restructuring arranged for the Trump Organization and its related 
entities in New York and Hew Jersey bring to light some of the 
current problems in the banking industry and the real estate 
market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in which the federal and state regulatory agencies have 
reacted to these developments. It is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibil itles. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss any loan transactions 
executed by the Trump Organization and its related entities with 


U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE AND URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS’ 

2129 RAVIURN HOUSE OFFjCI BU'lDiNG 
WASHINGTON DC 20515 

July 12, 1990 
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commercial banks, including but not limited to Citicorp, 
Manufacturers Hanover, Bankers Trust, and Chase Manhattan, and any 
transactions surrounding the issuance of debt securities by the 
Trump Organization or related entities. Additionally, the 
Committee requests that you also be prepared to discuss any 
communications that you or the Trump Organization may have had with 
either state or federal banking and securities regulatory agencies. 
The Committee will need a response to this request for your 
appearance by no later than July 20, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



33-290 0 - 90-6 
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Donald J. Trump 
President 

The Trump Organization 

725 5th Avenue 

Hew York, N.Y. 10022 


Dear Mr. Trump: 

As of July 30, 1990, I have not received a response to my July 
12 request that you testify before the Committee on Banking, 
Finance and Urban Affairs on issues regarding the current state of 
the commercial real estate market and commercial bank lending 
practices. 


The Committee feels your testimony will be valuable to its 
understanding of the growing problems real estate developers and 
commercial banks are experiencing as a result of the depreciation 
of real estate values across the nation. Additionally, I would 
hope that you would be able to address the Committee's concerns 
regarding the availability of credit for commercial and residential 
development projects. 


I want to reaffirm my request that you testify on these issues 
before the Committee at 10:00 a.m. August 9 in room 2128 of the 
Rayburn House Office Building, Washington, D.C. With the hearings 
only ten days avcy, it is extremely important that we have your 
immediate reply. 
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August 2, 1990 


i J,Ucl VtL 

A'JG 0 7 1990 


The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Please excuse my tardiness in replying to your request 
that I testify before the Committee on August 9 concerning 
the commercial real estate underwriting and lending practices 
of state and federally-chartered commercial banks. 

Let me assure you of my desire to be both cooperative 
and helpful to your Committee. At the same time, it is my 
belief that general testimony regarding the underwriting and 
lending practices of commercial banks is most properly the 
concern of the banks and bank regulators. 

With regard to the recent restructuring of the debt of 
The Trump Organization, I am sure that you can appreciate my 
need to protect proprietary business information which, if 
disclosed, might place me at a competitive disadvantage in 
the marketplace. In addition, I must respect both the letter 
and intent of banking laws, rules and covenants governing 
confidentiality. 

In view of the above, I must respectfully decline your 
invitation to testify. However, because of my desire to 
assist the work of the Committee, I will make my advisors, 
who were integrally involved in the recent restructuring, 
available to your staff to discuss any relevant Issues which 
respect the above concerns. If you desire to pursue this 
offer, please have your staff contact my advisors, 

Mr. Stan Ross and Mr. John Robbins of Kenneth Leventhal and 
Company. They can be reached at (212) 832-6990. 


THE TRUMP ORGANIZATION 

725 FIFTH AVENUE ■ NEW YORK. N.Y. 10022 212-832-2000 TELEX -427715 
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The Honorable Henry B. Gonzalez 
August 2, 1990 
Page 2 


1 see this as the roost meaningful way for roe to carry 
out my commitment to be cooperative and thus give your 
committee access to the most expert and up-to-date 
information possible on our activities and experiences. 

With best regards, I am 


Sincerely, 



Donald J. 


ump 



161 


• » k f ' • ' • 

V'L*»l v mu '• »"* • ♦ m* 

(|M, < »i •• ,• • I*' ** 

' •* 

V l*» « .1 • • * l 

|h 4 * I .IN" MS* * 

J-f _ |«>S l» * • • 

*. H ** *• • •* 

| * I L -.«#<*>*<»« a« 

»A«Si - • MS> *» * - Vi 

• • ■ -¥»' a * 

I k t i « •» " 

* » 

|1\ | I »* » 4 1^1 Vl 

'« VI • **• * 1 •«!> 

IV | pis 1. 4t* * ■ 4 1 A 

r :•>.*•* a s s 

• . M \‘4 i • ? a 

, | l IS • • .ASA 

i ;»ir- •■"i* s v -'•* sa 

■*l¥» MM rN AS* 

i M*- * l|<iMy M4i « - . M 

i , *0 - « Hi S|A'^ 
a *1 V M* . Ml M a • • * 

P«« g I n i s • - »«, sa 

MiMC * +t Z ► C * * **S A 

.« « k 1N," 4‘ - v. *' 
h'li »(.* *• : A' ‘a»v»» 

• < i m« ma io^i‘*s 

Charles S. Sandford, Jr. 

Chairman of the Board 
Bankers Trust Company 
280 Park Avenvie 
New York, N.Y. 10017 

Dear Mr. Sandford: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs viir commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know, Members of the Banking Committee, from 
various regions of the country, have expressed concerns about large 
real estate lending practices of many commercial banks. 
Furthermore , the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in New York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in whicn the federal and state regulatory agencies have 
reacted to these developments. It is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibi 1 it ies. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
any transactions Bankers Trust may have executed with Donald J. 
Trump and the Trump Organization. The Committee will need a 

response to this request for your appearance by no later than July 
20, 1990. 
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In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that suclv testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 

^incerely , 

Henry B. Gonzal 

Chairman 
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BANKERS TRUST NEW YORK CORPORATION 

280 PARK AVENUE. NEW Y O « K, N Y. 10017 


ChaRUS s SANFORD, jn . CHAIRMAN Of Th£ BOARD 
TELEPHONE ?J? tM 1045 


July 20, 1990 


The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance 
and Urban Affairs 
2129 Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Gonzalez, 

1 regret that I must decline your request to appear before the 
House Banking, Finance and Urban Affairs Committee on August 9, 
1990 "to discuss any transactions Bankers Trust may have executed 
with Donald J. Trump and the Trump Organization." 

Within the standards established by our legal system and by 
the ethics of fair business practices, our clients and potential 
clients expect and deserve that we protect the information they 
provide us with integrity and discretion. We at Bankers Trust have 
long recognized a responsibility to protect the confidentiality of 
privileged information entrusted to us by our customers and 
clients. I enclose an excerpt from the global policy statement of 
Bankers Trust New York Corporation entitled "Confidential 
Information, Insider Trading and Related Matters" which sets forth 
our institution’s policy for the protection of client information 
by all employees of the Corporation. 


Sincerely, 

A. • 


Charles S. Sanford, Jr. 
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Charles S. Sanford, Jr. 

Chairran cf the Board 

Bankers Trust New York Corporation 

280 Park Avenue 

New York, NY 10017 


Dear Mr. Sanford: 
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I appreciate your prompt reply to my letter requesting 
testimony from Bankers Trust concerning various transactions 
involving Donald Trump and the Trump organization as part of a 
concern about growing real estate lending problems. 

As other bankers have suggested, I have no objection to 
Bankers Trust placing the Trump loans :n the context of general 
real estate problems. This is important to the Committee's 
understanding of bank and regulatory approaches to the Trump 
loans and similar transactions. 


However, I hope you ur, io : st an i that you will be expected to 
tospond to questions about the Trump transactions as a case 
history in the broader picture of real estate lending. While 1 
<ar sure there are areas where sure as:e.-ts of the transactions 
need not te placed in the put lie record, I would not want this to 
be construed as aegu i es<. .-rcc tc a tl >r.ket agreement of 
confidentiality. The 0 m- it toe hmil 03 a great mass of extremely 
sensitive rit.riil fre- i y tc day and 1 am confident that this 
hearing, like cirlier h> irir.js, can be handled in a manner that 
protects the interests of the committee and public as well as 
those of the barJs and ^orald Trump. A-. 1 i n , I would remind you 
of the otvious: rurf; h is alrciiy appeared in filings at the 

Securities and Fxchar.qc Ccm-issior. and in the public media. So, 
it would r ot ad 1 tc arg.r.e's credit ility to approach the hearing 
as if the problems ir,\ rlv.d 1 r. the Trump and similar real estate 
icins wore totally ur ► r -.wn. 
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Again, I want to reiterate my request that Bankers Trust 
testify on these issues before the Committee at 10 a.m. August 9 
in Room 2128 of the Rayburn House Office Building, Washington 
D.C. 
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BANKERS TRUST NEW YORK CORPORATION 

} e 0 PARK A V £ N U 6 . NEW YORK. N Y ♦ 0 0 1 7 


O-APUS S SANPOPO. J* . C*nA PwAS 0' 9CAAC 
TCLt*HONt J«> ■« *>45 


August 1, 1990 


The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance 
and Urban Affairs 

2129 Rayburn Rouse Office Building 
Washington, DC 20515 

Dear Chairman Gonzalez, 


I have received your most recent letter inviting my 
participation in a House Banking Committee hearing regarding 
Bankers Trust Company's lending transactions involving Donald Trump 
and the Trump organization. Since this most recent letter 
continues to request that I be prepared to respond to questions 
regarding specific customer transactions, X must again respectfully 
decline on the basis of our corporate responsibility to protect the 
confidential information entrusted to us by our customers and 
clients. 


I regret that I can not affirmatively respond to your request. 
X am confident, however, that you will recognize that proprietary 
client information must be protected with absolute discretion and 
integrity in the banking business where the full disclosure of 
clients' business activities is essential to the credit review 
process. 

Sincerely, 


Charles S. Sanford) Jr. 
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Willard C. Butcher 

Chairman and Chief Executive Officer 
Chase Manhattan Bank 
1 Chase Plaza 
New York, N.Y. 10081 

Dear Mr. Butcher: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know. Members of the Banking Committee, from 
various regions of the country, have expressed concerns about large 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in New York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles end guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in which the federal and state regulatory agencies hive 
reacted to these developments. It is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibil it ies. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.n. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
any t ransact ions Chase Manhattan may have executed with Donald J. 
Trump and the Trump Organization. The Committee will need a 
response to this request for your appearance by no later than July 
20, 1990. 


US HOUSE Of REPRESENTATIVES 
cow ”{1 . s e*s' sc. r sftsef -sc . ne *s if* * «s 

c Sf M^SOO'O t «$* CvV, *i • S 

; Ti RA*Bv«N xClSt C" C{ 8c 0 SO 
VS * S “ SG’OS C’C :ci '5 

July 12, 1990 


w I *. * « • * 

% ftwftsr %- 1* *% 

1 *4 s V • 4 * 

1 v 1 . 

»»» I I «!«■ 41 ft »• 
s I** *|i m*«» • I 

;*» 1 ,4 ii * • • *v 1 
i*iv • *4 4 * « 4 » 

• wi • r • ► 44 ■* * 4 * 

u* *»• » ” iu 

* *■ *• * *, 4*4 

ft V 44. I ft » 44 • 

ftftl 1* • 4 4* A |> 

*• ft 1 It r «t« » 

VP 4 4 4 * k 4 ft* 

ft -ftft. • |«llft 1 (M 

f * .*► *»4 l • * ft 

•ft V,« - 

| '41 S 4 * 4 * 

« • 



168 


In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 


Any 

directed 


questions regarding your testimony should be 
to Tom Adams of my staff at (202) 225-2924. 


immediately 
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Tht Chase Manhattan Bank, N A. 

i r- a; 3 

Nca 'o r * f.«.A 'tor* 10061 


Wills rdC.Butchtr 

C* j ;!)►, fvJ'J 



July 19, 1990 


The Honorable Henry B. Gonzalez 
Committee on Banking, Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, DC 20515-6050 

Dear Mr. Chairman: 

Thank you for your recent letter inviting representatives of 
Chase to appear before the Committee on Banking, Finance and 
Urban Affairs on Thursday, August 9. 

As an institution with many financial products serving a large 
variety of clients, Chase prides itself on its relationships 
with those customers. We consider, and have always considered, 
the information given to us by our customers to be 
confidential. In keeping with this practice we treat the 
information given to us in connection with the recent loans and 
restructuring for the Trump Organization as well as the terms 
and conditions of the arrangements as confidential. Further, 
these loan arrangements with Mr. Trump have very explicit 
confidentiality provisions which preclude the disclosure of 
information. 

For these reasons we feel we must decline the Committee's 
invitation. 

With kind regards, 

Sincerely, 
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July 24, 1990 


Willard C . But cher 

Chairman of the Board 

The Chase Manhattan Bank, N . A . 

1 Chase Manhattan Plaza 

New York, NY 10081 


Dear Mr. Butcher: 
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I appreciate your prompt reply to my letter requesting 
testimony from Chase Manhattan concerning various transactions 
involving Donald Trump and the Trump organization as part of a 
concern about growing real estate lending problems. 

As other bankers have suggested, I have no objection to 
Chase Manhattan placing the Trump loans in the context of general 
real estate problems. This is important to the Committee's 
understanding of bank and regulatory approaches to the Trump 
loans and similar transactions. 


However, I hope you understand that you will be expected to 
respond to questions about the Trump transactions as a case 
history in the broader picture of real estate lending. While 1 
am sure there are areas where some aspects of the transactions 
need not bo pi iced in the public record, I would not want this to 
be construed as acqui escence to a blaniet agreement of 
confidentiality. The Committee handles a great mass of extremely 
sensitive raterial from day to da* and I am confident that this 
hearing, like earlier hearings, can be handled in a manner that 
protects the interests of the Committee and public as well as 
those of the banks and Donald Trump. Again, I would remind you 
of the obvious: much has already appeared in filings at the 

Securities and Fxchange Commission and in the public media. So, 
it would not add to anyone's credibility to approach the hearing 
as if the problems involved in the Tiurp and similar real estate 
loans were totally unknown. 
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Again, I want to reiterate rr.y request that Chase Manhattan 
testify on these issues before the Committee at 10 a.m. August 9 
in Room 2128 of the Rayburn House Office Building, Washington 
D.C. 


S/ncerely , 


Henry 9* jonzajfez 
Chairman 
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Tht Chase Manhattan Bank. N A 

« '♦ • < ^ . r . * ' i 


Willard C. Butcher 


August 2 , 1990 


The Honorable Henry B. Gonzalez 

Committee on Banking, Finance and Urban Affairs 
2229 Rayburn House Office Building 
Washington, DC 20515-6050 

Dear Mr. Chairman: 

Thank you for your most recent letter inviting Chase to 
testify concerning various transactions involving 
Donald Trump and the Trump Organization. 

Chase would like to be of assistance to the Committee 
as we have always been in the past. We appreciate the 
Committee’s interest in the general issues involved in 
real estate lending and the Committee’s desire to 
discuss these issues. At the same time, while wanting 
to cooperate with the Committee, we continue to have 
very serious concerns about the assurances of 
confidentiality Chase provides its customers. As I 
mentioned in my letter to you of July 19, we have a 
long standing practice of treating information given to 
us by loan customers as confidential. We believe that 
our customers roly on this practice. In addition, the 
actual arrangements with Mr. Trump are subject to 
cont ident ial ity previsions that preclude disclosure of 
informat ion . 

Certainly, as you suggest, some information is already 
in the public record. However, any time a Chase 
officer is called upon to address sensitive questions 
such as this in a public forum there is a danger that 
confidential information may be disclosed. 

As you know, Mr. Chairman, we have indicated our 
concerns in discussions with your staff and trust that 
this matter can be resolved in the best interest of all 
parties. 

With kind regards, 

Sincerely, 
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John S. Redd 
Chairman and Chief Executive Officer 
Citicorp 
399 Park Avenue 
New York, N.Y. 10043 

Dear Mr. Reed; 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know. Members of the Banking Committee, from 
various regions of the country, have expressed concerns about large 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in New York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in which the federal and state regulatory agencies have 
reacted to these developments. It is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibilities. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
any transactions Citicorp nay have executed with Donald J. Trump 
and the Trump Organization. The Committee will need a response to 
this request for your appearance by no later than July 20, 1990. 
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In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Payburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 


Any 

directed 


questions regarding your 
to Tom Adams of my staff 


testimony should be 
at (202) 225-2924. 


immediately 


Sinqferely , 



Henry B. Gonzale, 
Cha i naan 
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The Honorable Henry B. Gonzalez 
Chairman, Committee on Banking, 

Finance and Urban Affairs 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

This is written in response to your letter of July 12 
inviting John S. Reed to publicly testify before the full 
Committee on Banking, Finance and Urban Affairs on August 9 about 
current commercial real estate lending principles and guidelines 
administered by commercial banks in general, and about ’’every 
transaction Citicorp may have executed” with one, specific 
customer. 

Citicorp is proud of its leadership role with respect to 
both commercial and residential real estate lending. We are a 
national leader in both areas. Over the years, our efforts have 
contributed to economic growth and the modernization of our 
industrial plant and have enabled millions of Americans to 
realize that part of the American dream represented by home 
ownership. Accordingly, we would be most pleased to work with 
you and the Committee in the effort to better understand general 
real estate lending principles and guidelines. 

Insofar as your request involves information given to us by 
our customer on a confidential basis and in connection with a 
business transaction, however, we will be unable to comply with 
your request. It is commonly accepted that banks may not divulge 
information given to them in confidence by customers. Moreover, 
our customers expect that we will maintain such information in 
the strictest confidence. Longstanding internal policy of 
Citicorp supports this approach. 

Protection for confidential information is well founded. If 
bankers are to make safe and sound credit decisions, they need 
accurate and complete information about customer finances and 
activities. In return, before they give us this needed 
information, our customers must have reasonable assurance that 
data showing their marketing plans, profit margins, trade secrets 
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The Honorable Henry B. Gonzalez 
Page 2 


etc. will not be divulged to their competitors. Any breakdown in 
this reciprocal relationship of trust and confidence would make 
it more difficult, if not impossible, for banks to make sound 
credit decisions, on the one hand, and for individuals and 
businesses to get needed credit, on the other hand. 

To conclude, we are willing to help the committee examine 
general commercial real estate underwriting and lending practices 
of commercial banks if you desire, and will gladly make available 
appropriate officers to work with your staff on a mutually 
acceptable approach to this goal. We must, however, decline to 
disclose information given to us in confidence by our customers. 

Very truly yours, 





CEL/amh 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING, Finance and urban affairs 

one HUNDRED FIRST CONGRESS 

7 1 29 RAYBURN HOUSE OFFICE BU'lOlNG 
WASHINGTON DC 205 1 S 

July 24 , 1990 
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Charles E. Long 
Executive Vice President 
Citicorp 

11012 Pennsylvania Avenue, N.W. 

Suite 1000 

Washington, D.C. 20004 
Dear Mr. Long: 

I appreciate your prompt reply to my letter requesting 
testimony from Citibank concerning various transactions involving 
Donald Trump and the Trump organization as part of a concern 
about growing real estate lending problems. 

As other bankers have suggested, I have no objection to 
Citibank placing the Trump loans in the context of general real 
estate problems. This is important to the Committee's 
understanding of bank and regulatory approaches to the Trump 
loans and similar transactions. 


However, 1 hope you understand that Citibank's witness will 
be expected to respond to questions about the Trump transactions 
as a case history in the broader picture of real estate lending. 
While I am sure there are areas where some aspects of the 
transactions need not be placed in the public record, I would not 
want this to be construed as acquiescence to a blanket agreement 
of confidentiality. The Committee handles a great mass of 
extremely sensitive material from day to day and I am confident 
that this hearing, like earlier hearings, can be handled in a 
manner that protects the interests of the Committee and public as 
well as those of the banks and Donald Trump. Again, I would 
remind you of the obvious: much has already appeared in filings 

at the Securities and Exchange Commission and in the public 


media. So, 
the hearing 
real estate 


it would not add to anyone's credibility 
as if the problems involved 
loans were totally unknown. 


in the Trump 


to approach 
and similar 
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Again, I want to reiterate ay request that Citibank testify 
on these issues before the Committee at 10 a. a. August 9 in Room 
2128 of the Rayburn House Office Building, Washington D.C* 



Henry B. Gonza 
Chairman 
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August 1, 1990 


The Honorable Henry B. Gonzalez 
Chairman, Committee on Banking, 
Finance and Urban Affairs 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 


In your most recent letter to me of July 24, 1990, you have 
reiterated your request that we testify concerning various 
transactions involving one, specified customer as part of your 
concern about growing real estate lending problems. 

To testify about our dealings with a specific customer would 
conflict with our basic responsibility to protect the 
confidentiality of information given us by our customers This, 
in turn, would threaten the trust and confidence which is the 
essential basis for any satisfactory banking relationship. 
Accordingly, pursuant to our long-standing policy and as is more 
fully explained to you in our letter of July 20, we must 
respectfully decline to testify. 

We stand by the offer made in my earlier letter to try to be 
helpful to the Committee with respect to building its 
understanding of the general lending problems in today's real 
estate market. As I suggested, I would be pleased to see to it 
that the appropriate Citicorp/Citibank officers meet with your 
staff to try to work out an appropriate framework for that 
purpose, if that would be of interest to you. Revealing 
information about transactions between the bank and a specific 
customer, however, would not be part of such a framework. 

Very truly yours, 



CEL/amh 
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John F. McGillicuddy 

Chairman and Chief Executive Officer 

Manufacturers Hanover 

270 Park Avenue 

New York, N.Y. 10017 

Dear Mr. McGillicuddy: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you nay know. Members of the Banking Committee, from 
various regions of the country, have expressed concerns about large 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in New York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks in general, and more specifically the banks' handling of the 
Trump Organization loans and related real estate loans as well as 
the manner in which the federal and state regulatory agencies have 
reacted to these developments. It is important that the Committee 
have your complete and timely cooperation in these proceedings so 
that the Committee may properly carry out its oversight 
responsibilities. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
any transactions Manufacturers Hanover may have executed with 
Donald J. Trump and the Trump Organization. The Committee will 
need a response to this request for your appearance by no later 
than July 20, 1990. 
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In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 


Henry B. Gonzal^K 


Henry 
Cha irman 
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Manufacturers 

v HANOVER 


John F. McGUflcuddy 
Chairman of the Board & 
Chief Executive Officer 

Manufacturers Hanover Trust Company 

270 Park Avenue 
New York. NY 10017-2070 


July 18, 1990 


The Honorable Henry B. Gonzalez 
Cha 1 r man 

U.S. House of Representatives 
Committee on Banking, Finance 
and Urban Affairs 
2129 Rayburn House Building 
Washington, D. C. 20515 

Dear Chairman Gonzalez: 


‘'iliCcIV E. L. 


Jill. 2 0 



"sfc r«w t Bitu Uliiii Cantt- 


I have your letter dated July 12, 1990 requesting me to 
appear before the Banking, Finance and Urban Affairs 
Committee on August 9, 1990 "to discuss any transactions 
Manufacturers Hanover may have executed with Donald J. 
Trump and The Trump Organization". I must respectfully 
decline your request on the basis of the long respected 
principle that the business relationships between a bank 
and its customers are privileged and confidential and 
accordingly may not be unilaterally divulged by this 
Institution. 


Sincerely , 
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John F. McGillicuddy 
Chairman of the Board and 
Chief Executive Officer 
Manufacturers Hanover 
270 Park Avenue 
New Vork, HY 10017-2070 

Dear Mr. McGillicuddy: 

1 appreciate your prompt reply to ay letter requesting 
testimony from Manufacturers Hanover concerning various 
transactions involving Donald Trump and the Trump organization as 
part of a concern about growing real estate lending problems. 

As other bankers have suggested, I have no objection to 
Manufacturers Hanover placing the Trump loans in the context of 
general real estate problems. This is important to the 
Committee's understanding of bank and regulatory approaches to 
the Trump loans and similar transactions. 

However, I hope you understand that you will be expected to 
respond to questions abcut the Trump transactions as a case 
history in the broader picture of real estate lending. While I 
am sure there are areas where some aspects of the transactions 
need not be placed * n the public record, I would not want this to 
be construed as acquiescence to a blanket agreement of 
confidentiality. The Committee handles a great mass of extremely 
sensitive material from day to day and I am confident that this 
hearing, like earlier hearings, can be handled in a manner that 
protects the interests of the Committee and public as well as 
those of the banks and Donald Trump. Again, I would remind you 
of the obvious: much has already appeared in filings at the 

Securities and Exchange Commission and in the public media. So, 
it would not add to anyone's credibility to approach the hearing 
as if the problems involved in the Trump and similar real estate 
loans were totally unknown. 
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Again, I want to reiterate my request that Manufacturers 
Hanover testify on these issues before the Committee at 10 a.m. 
August 9 in Room 2128 of the Rayburn House Office Building, 
Washington D.C. 



Henry B. Gonza 
Chairman 
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FACWRERS 

VBA 


John F. MeOHUouddy 
Chiinman of the Board & 

Chitf Executive Officer 

MlnuftC’jftn Hinovor Trvjit Company 
270 Perk Avanua 

New York. NY 10017-2070 August 2, 1990 


The Honorable Henry B, Consalei 
Chatman 

U.8. Houaa of Raprai ante tivee 
Committee on Banking, Finance 
and Urban Affair* 

2129 Rayburn Houaa Building 
Washington, D. C. 20S1S 

Daar Chairnan Oonaalesi 

X have your latter dated July 24, 1990 In response to My latter 
of July 16, 1990 concerning your request that X appear before 
the Banking, Finance and Urban Affaire Committee on August 9, 
1990. 

Your initial request was for me "to dlacuaa any transactions 
Manufacturers Hanover nay have executed with Donald J. Trump 
and The Trump Organisation" • I advised you that it would be 
neceseary for me to respectfully decline your request on the 
grounds that such a discussion would be precluded by the "long 
respected principle that the business relationships between 
a bank and its customers are privileged and confidential". 

In your letter of July 24, 1990 you elaborate on your intiltal 
request by noting that you "have no objection to Manuf acturars 
Hanover placing the Trump loans in the context of general real 
estate problems". Hever choices , you make clear that X "will 
be expected to respond to questions about the Trump trans- 
actions as a case history in the broader picture of real estate 
lending". Finally, although you acknowledge that "there are 
areas where some aspects of the transactions need not be placed 
in the public record", you conclude in this regard with the 
statement that you "would not want this to be construed as 
acquiescence to a blanket agreement of confidentiality". 

Under these clrcuoe tances , I must once again respectfully 
decline your request on the grounds stated In my letter of 
July IS, 1990. 
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August 1, 1990 


Charles R. Cranmer 
Analyst 

Research Department 
Shearson Lehman 
3 World Financial Center 
14th Floor 

New York, N.Y. 10285-1400 
Dear Mr. Cranmer: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know, Members of the Banking Committee, from 
various regions of the country, have expressed concerns about the 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in New York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current state of the 
commercial real estate market, the commercial real estate lending 
pr inciples and guidelines administered by commercial banks and some 
aspects of the Trump Organization real estate loans as veil as the 
manner in which the federal and state regulatory agencies have 
reacted to these developments. We hope the Committee will have 
your cooperation in these proceedings so that the Committee may 
properly carry out its oversight responsibilities. We believe your 
expertise would be most important to the Committee’s understanding 
of these problems. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss recent developments in the 
real estate industry and their effect on the banking community, the 
impact current commercial bank real estate lending practices may 
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have on the banking community and the availability of credit, and 
the recent down-grading of bank debt issues. The Committee will 
need a response to this request for your appearance by no later 
than August 3, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 
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James J. McDermott 

Executive Vice President, Director of Research 
Keefe Bruyette & Woods 
2 World Trade Center 
85th Floor 

New York, N.Y. 10048 
Dear Mr. McDermott: 


Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 


As you may know, Members of the Banking Committee, from 
various regions of the country, have expressed concerns about real 
estate lending practices of many commercial banks. Furthermore, 
the highly publicized loans and debt - rest ruct ur ing arranged for 
Donald J. Trump and the Trump Organization in New York and New 
Jersey bring to light some of the current problems in the banking 
industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks and some aspects of the Trump Organization real estate loans 
as veil as the manner in which the federal and state regulatory 
agencies have reacted to these developments. We hope the Committee 
will have your cooperation in these proceedings so that the 
Committee may properly carry out its oversight responsioi 1 it les. 
We believe your expertise would be most important to the 
Committee's understanding of these problems. 


Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss recent developments in the 
real estate industry and their effect on the banking community, the 
impact current commercial bank real estate lending practices may 
have on the banking community and the availability of credit, and 
the recent down-grading of bank debt issues. The Committee will 
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need a response to this request for your appearance by no later 
than July 30, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appeurance . 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 
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August 1, 1590 


Hr. Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, 0. C. 20515 


Dear Mr. Gonzalez: 


It will be my privilege to appear before the Banking, Finance and Urban 
Affairs Committee on Thursday, August 9, 1990 at lOarr to present testimony on 
recent developments in commercial banking especially as they pertain to real 
estate exposures and the general condition of our comnercia! banks. 


Sincerely yours, 


JJMcD: Tmd 


/ 


/ 



James J. McOermott, Jr. 
Executive Vice President 
Director of Research 
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Lacy Shockley 
Vice President of Research 
Smith Barney, Harris Upham & Company 
1345 Avenue of the Americas 
New York, N.Y. 10105 

Dear Ms. Shockley: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know, Members of the Banking Committee, from 
various regions of the country, have expressed concerns about the 
real estate lending practices of many commercial banks. 
Furthermore, the highly publicized loans and debt-restructuring 
arranged for Donald J. Trump and the Trump Organization in Nev York 
and New Jersey bring to light some of the current problems in the 
banking industry and the real estate market. 

The Committee intends to explore the current state of the 
commercial real estate market, the commercial real estate lending 
principles and guidelines administered by commercial banks and some 
aspects of the Trump Organization real estate loans as well as the 
manner in which the federal and state regulatory agencies have 
reacted to these developments. We hope the Committee will have 
your cooperation in these proceedings so that the Committee may 
properly carry out its oversight responsibilities. We believe your 
expertise would be most important to the Committee's understanding 
of these problems. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.ro. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss recent developments in the 
real estate industry and their effect on the banking community, the 
impact current commercial bank real estate lending practices may 
have on the banking community and the availability of credit, and 
the recent down-grading of bank debt issues. The Committee will 
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need a response to this request for your appearance by no later 
than August 3, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 
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Smith Barney 


Date: August 2, 1990 


The Honorable Henry B. Gonzalez 

Chairman, Committee on Banking, Finance & Urban Affair* 

2129 Rayburn House Office Building 

Washington, D.C. 20515 


Dear Congressman Gonzalez: 

1 certainly appreciate the opportunity to appear before your committee on Thursday, August 
9, 1990. Clearly, the current state of the real estate market is having an extremely negative 
effect on regional banks that l follow for Smith Barney. 1 look forward to gaining some 
insights from participating in your hearings. 



SMITH IMLHtT. 

H AMtis trn t. oo i*c 

JWJ *Vl*,vt Of THt *Mf RJCAS 
NIW *Oll,NV tC'05 

]i:«4i«ooc 
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Kenneth J.H. Pinkes 
Vice President and Director 
Moody's Investors Service 
99 Church Street 
5th Floor 

New York, N.Y. 10007 
Dear Mr. Pinkes: 

Pursuant to its legislative and oversight jurisdiction 
assigned by the House of Representatives, the Committee on Banking, 
Finance and Urban Affairs will commence hearings on August 9, 1990 
to examine the commercial real estate underwriting and lending 
practices of both state and federally-chartered commercial banks. 

As you may know. Members of the Banking Committee, from 
various regions of the country, have expressed concerns about real 
estate lending practices of many commercial banks. Furthermore, 
the highly publicized leans and debt-restructuring arranged for 
Donald J. Trump and the Trump Organization in New York and New 
Jersey bring to light some of the current problems in the banking 
industry and the real estate market. 

The Committee intends to explore the current commercial real 
estate lending principles and guidelines administered by commercial 
banks and some aspects of the Trump Organization real estate loans 
as well as the manner in which the federal and state regulatory 
agencies have reacted to these developments. We hope the Committee 
will have your cooperation in these proceedings so that the 
Committee may properly carry out its oversight responsibilities. 
We believe your expertise would be most important to the 
Committee's understanding of these problems. 

Your appearance before the Banking, Finance and Jrban Affairs 
Committee is requested for 10 a.m. Thursday, August 9, 1990 in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, please be prepared to discuss recent developments in the 
real estate industry and their effect on the banking community, the 
impact current commercial bank real estate lending practices may 
have on the banking community and the availability of credit, and 
the recent down-grading of bank debt issues. The Committee will 
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need a response to this request for your appearance by no later 
than July 30, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requests that such testimony be provided by Monday, August 6, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

Any questions regarding your testimony should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 




Moodys investors Service 
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Kenneth J H Pmkes 
Vice President 
Director 


99 Church Street, New York. NY 10007 

212-553-0411 


July 31, 1990 


Hon. Henry B. Gonzalez, Chairman 
House Banking Committee 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Thank you for your invitation to testify before your Committee on August 9th. As 1 
indicated last week to Mr. Tom Adams of your staff, I must respectfully decline your 
invitation to testify. Although the importance and topicality of the subject of your hearings 
is certainly clear, my associates at Moody’s are concerned that, given this issue’s topicality, 
the media’s interest and financial pressures faced by certain institutions, our comments could 
be misintei preted in the media. Additionally, given the sensitivity of this subject, our 
testimony on this issue would have required extensive internal consultation, which was not 
possible in time for next Thursday’s hearing, 

1 hope that this wilt not inconvenience your committee, and I trust that in the future 
we will be able to be more helpful. 


Sincerely, 


v 



197 


\ 


Small- Business Borrowers 
Are Feeling Credit Squeeze 


Bv Cu-vs vx ut ptv 

,iaO Reparitr m fur Kill i >t«n» J,n aitL 

Banks growing troubled did utgni 
«re pulling the »queeie -ai 
jnuil business Burrow ers 

in New York last month Infomuiiori 
Marugemem Technologies Corp . saw its 
■l j ii iilion credit tin* slashed to si j mil 
lion-Minv weeks atier ihe company turned 
profit ibte fur the first time lit Los An** 
vs L> tic ole X1T Grounding G»rp vavsiiif 
i vst rate it can get on its stO 000 ci edit line 
is rr -plus a r< origination lee 

And worse may be > r* to come, special 
ms w am. The explosion of debt that sup- 
l»>rted the economic expansion oi the sOs 
is mrr. ays Donald Kautti. banking in 
lustrv analyst at First Albany Corp . Ai 
n.im NY We are going to see .t tighter 
-euit market all down the line 
Many banks are tlreadv reeiin| tmm 
'ml i>uns to troubled businesses, espe 
. i.uiv iiiose in teal estate The economy 
*s growing more slowly, raisirf fears that 
'.m defaults will increase even more 
\i*i iffuiators are forcing banks to be 
iii irier. says Melvin Slade, j New York 
dtomey who works closely with bif and 
-mull lenders After lending to everyone 
>n<i wanted to borrow, banks now are be 
me furred to make better loans ‘ 

The tight credit, part ol a new conser 
ittsm among banks, is affecting small 
businesses first, says Rep Charles 
Schumer. D. NY « a member of the 
House B.inkmf Committee There is a dan 
ger, tie warns, that both the banking com 
miimiv Hid regulators attempttn* to im 
prove a edit standards are overreacting 

Wider Rate Differential 

Lewis Shattuck. president of the 
Smaller Business Association of New Eng 
i.i ud sivs small business borrowers are 
giving .m avertfe of three to five percent 
.i*e points above the pome rate, more 
than twice the differential they were pay 
me i: to m months ifo 

Small uurionty concerns are among 
ihose leeimf the rise in the differential. 
*iys John Robinson. chief executive officer 
t the National Minority Business Council, 
i New York group that represents ov er tSO 
->ni.ill in medium sued minority owned 
mncerns We are beinf forced to pay 60*"! 
i,i 'O' . mure than bis businesses, he says. 
Bur businesses tvpicjilv nee charged about 
, pMini beiuw prime which is now nr. 

i i large differential has hurl L*n 
i ole hi i9iiS Eliubeth Robertson .in elec 
tr.cui engineer who once worked lor a 
Hughes Aircrafi Co division, founded the 
m.ikei ul electrical construction mater mis 
with about S2i0 U00 in equity nom family 
md friends Overthe next two years, none 
of inr Los Anfftes banks would lend to 
me lledfiinf. unprofitable concern Two 
years ago. she finally managed to secure i 
'20 000 credit line after making large per 
sonal guarantees 

8y the end of last year. Lyncute *u 
profitable, and sales for the year rose to 
'l I million, up from iteg Though us 
bank then doubled Lyncole s credit line it 
wouWn t reduce the steep t jo interest rate 
or waive the Tr ortgvution tee charged 
annually t just can t believe that the me 
I ant paying is fair, she says 

High Credit Standards 

If rates are high, so are credit stnn 
Jards. as economic growth slows. Assets 
and receivables that once looked solid 
don I look so good any more. saysRobeit 
T Clair, a senior economist with me Fed 
eral Reserve Bank. Dallas Greater loan 
documentation, greater collateral more 
restrictive loan covenants and higher inter 
est rates are a natural outcome ot the skit 
nshnesi that banks face he adds 


i lugnr in ine crunch is Pierre Lowiev 
t fmomunnn Management fust list 
■.ear ms computer services company re 
t eived from Boston i State Street Bank .i 
creui» line ui up to v2 j million, secured 
Lv the firms receivables and inventory 
md Mr Luwrevs personal guarantees 
The voung company, whose clients include 
American Express Co and Citibank, was 
tien unprofitable 

lurornianon Management s sales dou 
rued in the past year, and the company 
will be profitable this quarter. Mr Luwrry 
j.us Yet early lust month. State Street 
>nd it was slashing Information Manage- 
ments credit line bv ids Moreover, it 
warned the small company to find another 
1 1 , inker 

Mr Luwrey savs there is no company 
i elated reason tor the credit line cut lie 
yud me bunk Told him ttiat it wasn t com- 
f -rtabJe with the company s strategy md 
,is rapid rate of growth. A State Street 
spokesman savs the bank tsn t cutting 
luck cs overall lending but won t discuss 
ipentic transactions 

F->r many small businesses ihough. it 
isn t even a question of rates and condi- 
tions There just isn t any money avail 
•ible. s.iys Joseph Blair, executive director 
of Massachusetts ~ Industrial Finance 
Agency B*iston. which arranges tmancing 
for small and medium sued businesses In 
the past three months, the agency has had 
to secure over SK million in financing for— 
small companies whose arrangements with 
local banks fell through The number of 
small companies that the banks won i lend 
to is growing daily. Mr Blair says. 

One New England entrepreneur, the 
owner of a waste management company 
that lias grown jif. annually m the past 
three years, says he can t get a SI i million 
loan to finance growth He says he $ of 
fered to pledge receivables, business as 
sets valued at C million and personal as 
seis-more than double the amount he 
wants to borrow -without success Bui 
banks :ha> Iasi year would lend to compa- 
nies with a 2 l asset to-debt ratio now want 
a f l ratio, says the enirepreneur, who 
didn t want lo be identified because he is 
negotiating a loan 

A similar crisis has hit Alamo Technol- 
ogy Inc . a San Antonio. Texas, maker of 
high tech testing devices The company 
has had three years of growth in revenue 
and profits and got a guaranteed SI2 1 mil 
lion contract from the Air Force But the 
company can t get its local bank to renew 
its existing SoOOOOQ credit line At least 
eight other Texas banks turned down as 
lequest for a new Si million credit line. 

Even as late as 1988. this would have 
been an attractive small business loan, 
says venture capitalist Donald Lawhome, 
.in Alamo director who is the company s 
largest investor The absence of cash is 
fnrcing the comp any to rethi nk its growth 
strategy. Tnciudin | a major reduction m 
the site of the business 


Robert tfjhimev. director -a imi>r 
1 d «enh ■.» Boston 

mere credit crunch except m n <■ 
lustries is ie it , nJ t fiSf| r , 

The lending cimuite niav not hr ,> , , 

IS between mi ana I5ST Out U , t , 

ijimty either M inv , duces are 

it reel li*<kitg tur new business . 

1 fiemic.il Bonk ^ne "iber ■ , nkS 
■viHildu i comment *.n iheir rates ino , n 
• fitioiij tor small business loans 

Even (he ioi.iil Business Admmisi- « 
non. which guanntees loans given to 4 n, ,u 
businesses has tightened the icrr vx . . 
trepreneurs charre They are nxioy ; r 
more papers and twice the cuilatei i, •; 
used to demand. >ays Mjxine Wemriiin 
"* Wetnnua’s Seafood Cafe m Ho/lv .»o,,i 
Even though her business, largeiv r ,ke 
"ut. serves HolivwrvKj studios and pi «tu« 
lion bouses and grosses over OaniMi , 
year, she is un.tbie to get the regional uB a 
to guarantee j small S7S 000 loan Tfiev 
say lhai ihe tightening is on order* tr-un 
Washington, tfie >7 year old restaurant 
owner says 

SBa officials m Washington say that no 
new credit guidelines nave been introduced 
since is »3 Bui is ihe banks have tight 
ened their credit standards so have *» 
s.ivs Hawley Smith, district director .f tt.e 
SBA in Los Angeles 

Small business specialists say a *idrr 
iwo-nered loan structure is becoming me 
norm. It s gening increasingly dd/icu.i 
for small businesses to get me attention t 
banks, says Chester ftirgida, a partner in 
Gram ritornion New York .iccounnng 
firm If an account doesn t genente 
ikw in transaction revenues a small busi 
ness can t even get to first base 
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" Credit Crunch 
As Banks Get Tough 
With Borrowers, Fears 
Of a Recession Rise 


Stricter Regulation Prompts 
Tighter Lending Policies, 
Hurting Small Businesses 


No Loan for Mr. Feat herst one 


By D* wo Wessu 

Staff Ktpcrtt* a f Tut W*u. STMltMuu. 

WASHINGTON - Fears are growing 
that a worvning credit crunch poses an 
unanticipated threat to the U S. economy - 
and that it could push the nation Into a re- 
cession 

Federal Reserve officials, as well as 
many hankers and borrowers, express an 
t almost identical concern: That many 
banks may be overreacdnf to regulatory 
pressure and a slow economy and that, if 
this problem grows. It could choke the 
economy. 

The industry has lo be cautious that by 
lightening our standards we don't create 
the problem that we re trying to avoid," 


Stwwmift Posit Lott 
A/to a review by UA malms 
Shawms Nattoaal revtod tu tor* 
qurta reaahs. eoedag ■ toe mi to 
•nrlMag mo e* m as loans as aae» 
forming. TW New bgWad baah alee 
wlttMMi Stoy oa pap At 


says Charles L. C oilman in, vice chair- 
man of Coresutes Financial Corp s Phila- 
delphia National Sank, which, like marry 
banks, has raised lending hurdles. Tf ev- 
eryone is doing it at once, (hat can create 
a problem. " Mr Coltman says, "t think 
we re m danger of that.” 

Key to the Second Half 

Administration and Fed oOdtfc. as 
well as private economists, say it s too 
soon to tel] whether banks have pulled 
back so much that they win apart a re- 
cession, but they acknowledge the poartbiF 
ity Of aJ I the things that are affecting the 
economy, this Is the most crucial ’ says 
Bruce Steinberg, a Merrill Lynch Capful 
Markets economist it s the key u> the 
second half of 1*0. ’ 

• The wild card la the financial out- 
look. adds David Hale, the chief econo- 
mist at Kemper Financial Services. ’la the 
impact of stricter banking- Industry ngoUr 
tion on credit availability. Federal regula- 
tors are becoming far more aggressive t* 
their demands upon banks to dtsciaae prob- 
lem mans, build reserves and add to equity 
capital.” 

Bankers privately blame federal regula- 
tors for at least pan of the problem. They 
insist that regulator! themselves are over- 
reacting -to their earlier sluggish response 
to banking problems in Texas and the 
i thrift industry debacle. Although regula- 
tors say they are moving more quickly 
than they used to, they deny that they re 
employing different standards. 

However, banks must meet suffer capf- 
ul requirements at year-end. They can 
strengthen thev balance sheets by raistng 
new capital, but another, quicker, method 
is to deliberately cut back loans. Thrift In- 
stitutions. meanwhile, also are reducing 
lending as the federal government radi- 
cally restructures their industry. And the 
market for commercial paper 'short-terra 
corporate lOUt i. which had welcomed 
some lesser laown companies in recent 
years, is increasingly shunning riskier bor- 
rowers. 


AMiMSMT"'" 

AJ] veer the euro try. baadt* are asktar 
businesses to mow caOaurai. tirettg 
down loans and faretiattaf rrro law- 
term customers more closely. This tread, 
first evident in New IngUnd. has spread, 
and it is no longer restricted to commer- 
cial real -estate developments. 

In early February. Harry Feathers®*, 
the president of WQI Burt Co. of Orville. 
Ohio, thought he had an agreement to bor- 
row S3 million from Central Bancorpora- 
non of Cincinnati, a unit of PNC Financial 
Corp Three weeks later, the bank presi 
dent took him to breakfast and said the 
bank had changed its mind They were 
very blunt and said they had to pull back. ' 
Mr Featherstooe says 

We have been doing business with 
them, and we were ready to sign the pa- 
pers. They approved the loan twice, he 
says He says he went back to his office, 
furious -and read in The Wall Street Jour 
nai a report that many small businesses 
were encountering similar troubles with 
their banks He clipped (he article and sent 
it to the banker with the scrawled query. 

Is this what happened to me - ”' 

A few days later, the dipping returned 
with the answer: Yes. 

PNC. which helped finance an employee 
buy-out of Will Burt three years ago. says 
it won t talk about Individual customers, a 
typical bank policy 

More Money Crucial 
Now, Mr Featherstooe is looking to 
Cleveland banks for motey. For one thing, 
the employee-owned maker of metal parts 
recently qualified as a supplier to the 
nearby Honda auto plant but needs new 
equipment before bidding oa any work. 

We re getting a lot of anecdotal testi- 
mony that indicates that banks are pulling, 
back. ' says John LaWare. a Fed governor 
and former chairman of Boston s Shawmut 
National Bank. They are reacting to what 
they view as more strtnpot examination 
standards and therefore are tightening on 
lending criteria. ’ — 

A recent survey by Fed dbtrttf banks 
found that In most regions - financial insti- 
tutions are either less willing to extend 
credit or actually tightening credit terms. '* 
Smaller businesses, as usual, are feetnf 
the pinch first. A Fed surety of W bants l* 
January found that In the past six months, 
*% had tightened standard! for loans to 
'below Investment grade commercial and 
Industrial customers' ' -basically small and 
medium -sUe businesses. 

Unlike past credit crunches, this one 
wasn’t deliberately engineered by the Fed. 
Years ago. when there were legal ceilings 
oo interest rales that banks could pay. that 
Fed could directly choke ofl credit by rais- 
ing market Interest rates. Money would- 
leave banks, and they dids t have money 
to lend. 

Thai doesn’t happen anymore. Interest 
rates have been deregulated, and innova- 
tions in international financial markets 
give many companies many different ways 
Co borrow. 

Bui even if the Fed tsn t behind this, the 
effect is clear to economists. ' Monetary 
policy will now be more restrictive at cur- 
rent levels of interest rates than it was 
previously,’' Kemper * Mr. Kale says. 

It's also clear to borrowers. In Omaha. 
ASC Whirlpool Inc., a profitable $3 million- 
■ year maker of whirlpool bathtubs, won’t 
grow as fast as planned because its bank 
recently decided thit it would no longer 
lend against ASC * accounts receivable^ 
even though the company was willing to 
pay 11% annual Interest 
One element In the bank s trepidation, 
says Stephen Voss. ASC's president, was 
the illness of Ms predecessor But part of 
If he is sure, 'was (ear on their pan. * 
The bank, which he won t identify, offered 
little by way of explanation. They don t 
have to. ' he says 


Pledging receifabfca-mroflFMniJ 

customers owe - is the only way d* com- 
pany has been able to get cash. Neither Its 
custom built tooling nor its inventory has 
ever been acceptable collateral to banks, 
Mr. Voss says. Now. like many other 
small business executives. Mr. Voss finds 
that for the first time he most personally 
guarantee loans -in addition to pledging 
nearly all of his company's assets -be fore 
banks will even entertain Ms application. 

1 We ll continue to go on this mty [with- 
out bank loans I but growth is very slow 
without it." he says. 

' to Buena Park. Calif . JoAnn McHenry, 
tht president of Artistic Gifts Inc., saya 
t fiat. for the past three years Sajwa Bank 
has been eager to lend up to 50% of the 
vail* of her company $ inventory. Now, 
tifr- bark wants to cut back to 2S% Artis- 
UcJ with annual sales of about Sto million, 
nudes and imports 2.000 different retail 
gift Items and borrows against inventory 
as well as accounts receivable 

They re really looking at our inventory 
with a fine-tooth comb. ' she adds. 
They're clearly nervous. It’s clear that 



the lop to be very careful with anah bust- 

Sanwa still is (tilling to R%d aga/nsr u 
much as 80% of Artistic's receivables. Ms. 
McHenry say*, but the bank Is asking 
many more questions than it did last year, 
(a fact, iht ays, 'our company lg la much 
better shape than we were a year ago." 

Sanwa han't any comment on A/tiatic 
Gifts specifically, but a spokesman says: 
Than Is oo bank-wide decision » cut 
back lending to small businesses. They are 
our bread rod bwtar. Credir dectoow 
have to be made oa the partormaace of in- 
dividual compaato." 
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A Surprise In Chicago 

In Chicago. Stephen Suck *u sur- 
prised when he went to the bank to borrow 
money for the first time in six years to buy 
new equipment for his SeamCraft Inc., 
which makes fabric covers for computers 
and medical equipment. He warned 
S 100.000 to buy new equipment and as- 
sumed he coukl pledge the equipment Itself 
as collateral. What they've been propos- 
tng-and I've been resisting— is giving me 
a line o f credit of 1100.000 if I give them 
*300,000 In collateral," he says. He won't 
cfentify the bank, which asked him to take 
over the then-troubled company H years 
ago. Now. he is hunting for a new bank. 

For stronger businesses, the banks' 
newfound conservatism Is a hassle but not 
yet a problem. For one thing, big corpora- 
tions can still borrow in the commercial- 
paper market 

The abundance of anecdotal evidence of 
a credit crunch Is what worries Mr. 
LaWare. the Fed governor. The Fed en- 
couraged banks to cut back on loans for 
highly leveraged takeovers. And Mr. 
LaWare. for one, figured that real-estate 
lending was bound to suffer because of 
market conditions. He didn't count on 
bunks becoming less willing to lend to "le- 
gitimate borrowers" - the bread and- butter 
loans for inventory and receivables to com- 
< pames that can t borrow any other way. 

There are small pieces,” he says, "but 
they add up to a big piece of the econ- 
omy." 

Adds Ms. McHenry at Artistic Gifts: "It 
just makes everything a little slower and a 
little tighter. If every little company Is 
having similar experiences. It's going to 
hurt everything.” 

Fine line 

Federal bank regulators Insist that they 
want banks to be more cautious - but not to 
stop making loans. "There's a potential for 
bankers to overreact In a situation Hke 
this," says Comptroller of the Currency 
Robert Clarke. Government officials and 
private economists say the line between 
appropriate caution and averreaction is a 
fine one -and they say they can’t yet tell 
whether It has been crossed. 

Yet as bank after bank announces an In- 
crease in loan loss reserves of hundreds of 
millions of dollars following regulatory ex 
aminaHons-as Shawmut, for instance, did 
just yesterday > other banks are bound to 
err on the side of caution. 

"As messages get communicated from 
management down, the loan officers’ in- 
stinct is. OK. we ll be cautious," says Phil- 
adelphia National s Mr. Coltman. "They 
may hold back legitimate requests." Just 
yesterday, at a regular weekly meeting of 
senior loan officers, he says he urged cau- 
tion but also reminded his subordinates 
that the bank was still looking for "good 
opportunities " 

It's a very difficult message," he 
says 
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Quicksand 
For Banks 


Real Estate Loans 
Worry Examiners 


By MICHAEL QUINT 


Bankers knew (heir problem* with 
real estate loan* were mouning, but 
Federal examiners now suggest ,h * 1 
(he problems are far more serious 
(han (he bankers have admitted 
At bank after bank, groups made 
up of 150 or more ex- 
aminers are sifting 
News through records on con- 

Analysis structwn and commer- 

cial real estate loans In 
most cases, the resuit 
has been a recommendation for a 
sharp increase in the reserves that 
banks set aside to cover bad Joans 
And those increased reserves cut into 
profits, making bankers more wary 
about making new real estate Joans 
Last week, targe losses from real 
esiaie lending led the Shawrmrt Na- 
tional Corporation in Hartford to an- 
nounce a 1125 9 mill on Joss for 19M 
and the Southeast Banking Corpora- 
tion in Miami to announce a first- 
quarter loss of 153 million to 157 mil- 
lion A week earlier. Barnett Banks 
fnc in Jacksonville, Fla., and the Hib- 
ernia Corporation of New Orleans an- 
nounced real estate Josses sfter vtsKs 
from examiners 
■Credit Crunch' Seen 
Indeed, some real estate experts 
assert that the tougher examinations 
are aggravating the downturn irt resl 
esme prices by causing bankers to 
cut off the supply of credit for new 
protects, even those that are credit- 
worthy Charles Cranmer, an analyst 
at Shcarson Lehman Hutton, said a 
general cutback in lending was al- 
ready noticeable If continued, he 
warned it could mean slower eco- 
nomic growth — m effect, a credit 
crunch induced by regubtory pres- 

sures ' _ . i 

And Andrew J Singer, p res went of | 
Ackman Brothers t Singer, a special- 
ist m arranging financing lor com- 
mercial real estate projects, said. 

Bankers *ho committed them- 
selves to lend a year or so ago are 
now Imdmg ways to not go through 
with the commitment, because they 
know u would automatic illy result In 
a Joan that runs afoul of the new poli- 
cies 

Loans Continue to Rise 
So far evidence of a squeeze on 
credit for business borrowers ^ 
scantv A Federsl Reserve survey of 
bankers t aken early this year showed 
that the bankers said they were 
becoming more cautious, but other 
Fed data show that both real estate 
loans and business loans have contin- 
ued io increase thu year among large 
banka that report data weekly 
Karen J Wilson, deputy comptrol- 
ler at the Northeastern district office, 
disputed the suggestion that examin- 
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Problems Grow for Banks 
y 4 s Examiners Study Loans 
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ers were causing credit to be curbed. 
In market* with office vacancy rate* 
of 20 and M percent, and with many 
bank loans already troubled, "la it 
any wonder that banks are not taking 
on significant new risks." she Mid in 
a speech io analysts last week. 

Officials at the Comptroller of the 
Currency a office My their standards 
have not changed. "We arc not hold- 
ing banka up to a new list of com- 
mand menu,'' Ma Wilson Mid. 

"we’re simply applying our old stand- 
ards to ■ changed environment" 

One of the banks thought to be moat 
exposed to real estate Josses la Fleet/ 
Noctur Financial Group Inc. In 
Providence. R I . where an examina- 
tion is now under way The MJdlanUc 
Corporation, the Summit Banco rpo- 
r ■ lion and the UJB Financial Corpo- 
ration. all of New Jersey, are thought 
to be vulnerable. The Michigan Na- 
tional Corporation ts another heavy 
real estate lender whoee debt ratings 
are under down ward pressure. 

Other banka ui the Southeast and 
Middle Atlantic States have rapidly 
increased their real estate lending M 
recent year*, including the ClUsena 
and Southern Corporation of Atlanta, 
where an examination started last 
week A few day* before that, 
Moody's Investor* Service Mid its 
ratings for C ituens and the Sovran 
Financial Corporation were no longer 
under consideration for upgrading. 
The two have agreed to merge. 

Rtstag Lessee Expected 

Larger banks with national lending 
operations are also warning that they 
expect rising losses. Executives at 
Citicorp and the Chase Manhattan 
Corporation told analysts last week 
that reel estate loeset would increase 
in I MO. 

John S. Reed. Citicorp's chairman, 
noted that many purchaser* of real 
estate loans, such as Japanese banks, 
had slopped buying in the last few 
months During 1990. he Mid. com- 
mercial real estate lending will earn 
a profit for Citibank, a Citicorp sub- 
sidiary, but nowhere near the II 50 It 
usually earned on each 1100 of loans. 

Officials at the office of the Comp- 
troller of the Currency, in arm of the 
Treasury thsi regulates national 
benks. My they are aiming their 
examination! at benks with rapid in- 
crease* in real estata loans and in 
• ress where real estate prices are 
weakening, 

8 a ted on experience with failed 
banks in Texas, and the experience of 


other regulators with Mvtngs and 
loan association*, the Federal ex- 
aminers are more experienced in 
gauging how badly a bank can be hurt 
by falling real estate price* In Texas, 
for example, they learned that per- 
sonal guarantees by developers did 
not provide at much protection at 
some banken expected 

Harsher Judgments See* 

It is widely assumed by bankers 
and analysts that regulator* are tak- 
ing a tough line now to avoid blame 
for any new debacle such as the one 
thai out the largest banks in Texas 
out of buaineM ui the mid-IBM's and 
resulted in billion* of dollars of losses 
for the Federal Deposit Insurance 
Corporation. 

Joel B. Aivord, chairmen of Shaw- 
mut. Mid lest week that estimating 
the quality of loans had always been 


Losses from real 
estate lending are 
expected to 
increase this year. 


an imprecise business, with much 
room for disagreement But there i* 
no doubt, he added, that examiners 
were Judging bank loan* more 
harshly than he expected, even after 
seeing the experience of neighboring 
bank* "We at the bank can look at 
the clouds over the economy and put 
up our umbrella for showers." he 
said, but Federsl examiner* have 
looked at the same clouds "and Mid 
we should prepare for a torrential 
downpour, with rain for seven days 
and seven night*" 

One new practice by examiners 
that rtises the hackles of bankers is 
the labeling as "nonpe rtormmg' 
loans on which interest and principal 
payments are still up to date. Nor- 
mally the nonperforming label was 
reserved for kuna that were 90 days 
delinquent The harsh judgments of 
ihx examiner* have led to the intro- 
duction of a new term in banking jar- 
gon. the "performing non performing 
Joan." At Shaw mut, about a third of 
the SI 04) billion of the nonperform- 
ing loans were loans on which interest 
and principal payments are up to 
date. 
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Banks Hit by Real Estate Slowdown 

Losses From Bad Loans Spreading Even to Prosperous Regions 


By Jerry Knight 

- - j- - 

The epidemic of bases on real es- 
tate loan* that devastated banks and 
savings and loan* in the Southwest 
in the mid-1980s spread to the 
Northeast last year and now threat- 
en even such prosperous areas as 
metropolitan Atlanta and Southern 
California, two new studies disclosed 
yesterday. 

In the Northeast, where real es- 
tate troubles are now growing the 
fastest, bank kisses on bad real es- 
tate bans increased by 77 percent 
test year and the lumber of real es- 
tate bans that are not being paid on 
time more than doubted, according 
to Shesheooff Information Services, 
the Austin, Tex., firm that specula - 
es tn analysing the finances of finan- 
cial institutions. 

Blaming bed real estate bans na- 
twrwxle for a 34 percent plunge tn 
bank profits last year, President Al- 
ex Sheshenoff sab Karri s hit 
states were Connecticut — where 
the number of real estate bans not 
being paid on tune increased 504 
percent --jfldJ&LnaifjUfiXttl where 
past -due loans were up 233 percent. 

But future real estate ban-loss 
problems are likely to occur ll plac- 
es such as Florida, Southern Califor- 


nia. Cincinnati, Cleveland, Nashville 
and Atlanta. Federal Deposit Insur- 
ance Corp. Chairman L William 
Setdman said in a speech in Dallas. 

Based on what happened in Texas 
and is happening oow in New Eng- 
land. regulators are beginning to tar- 
get cities and states where bank 
lending for commerdai real estate 
venture* is expanding rapidly sod 
where office building construction is 
growing foster than office jots are 
being created, said Setdman, citing 
new FDIC research. 

Setdman said the assets of banks 
has grown by 12 percent since 1906, 
but their lending for real estate baa 
grown by 46 percent. 'Unfortunate- 
ly, nonperfornung real estate ban* 
have grown even more — 54 per- 
cent,' said Sekiman. On Monday, 
Setdman me* with PreaMeat BuMi tn 
brief him on the health not only a i 
the nation’s banks, but also the bat- 
tered savings and ban industry. The 
government’s bailout of the SAL in- 
dustry has already left the govern- 
ment with <200 billion worth of 
hard-to-seil real estate and real es- 
tate assets. Setdman estimate*. 

The FDIC study of real estate and 
labor markets ranks Washington 
about in the middle of three doeen 
wmSttmJm notes that the repon’i 
office employment grew 3 J percent 


last year — foster than all but half a 
doeen cities. 

Nonetheless, Washington area 
banks have already begun to fee) the 
impact of a softening real estate 
market Yesterday. Signet Banking 
Corp. of Richmond, the parent com- 
pany of Signet Bank, joined the 
ranks of ares bank: reporting lower 
profits aa a reautt of a rising numbar 
of real estate customers who are 
faffing behind on their baas. 

Signet disclosed the problem s in 
reporting that its first -quarter profit 
declined to <27. 1 milboo «1.02 per 
share) from <31.5 milboo «1.14) m 
the first three months of 1969. 

The comp an y md its oonperfom v 
ng assets — which include ban* that 
are no longer paying interest and 

mJmm Cun OOnwCTf utVC OTraW 

on — increased to <104.6 auiflae 
from <25.4 million in the same peri- 
od a year ago. 

A spokesman said the increase 
was largely the result of problems m 
the company's real estate ban port- 
folio, which totaled about <2 btlboa 
at the end of the quarter. 

The spokesman said the problem* 
were concentrated in the metropoli- 
tan Washington ares, but projects in 
Richmond and Baltimore also wets 
Sm BANKA, P* Colt 


BANKS. Prow fl 

■ trouble. None of the res] estate 
projects was identified, however. 

Signet Chairman Robert Freeman 
Md the bank company increased its 
j provuco for ban bases by 617 md- 
fett to protect against posable <fo- 
foohs in its ban portfolio. Signet* 
allowance for loan losses totalid 
<93.1 milbon. compared with l&CS 
million at the end of the first quarter 
hat year. 

Signet’s quarterly earnings includ- 
ed a one-time $2.7 rrnlboo after-tax 
expense related to Signet’s credit 
card account acquisition and accoimt 
management programs initiated dur- 
ng the first quarter of last year. 
These expenses were partially offset 
by a 12 nulbon gam from the bquida- 
tioo of Signet’s affinity group mar- 
keting agreement Comparable 1969 
results included <2 million from 
branch sale* and a <1.4 imttioo gain 
from sales of securities. 

Signet Banking Corp., with assets 
of <12 billion, operates 242 branch- 
es n Vx pma, Maryland and the DM- 
tnct 
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U.S. Comptroller Finds More Regions 
Where Real Estate Woes May Hurt Banks 


By Pxi l Dt Kt Jr 

Staff Rei>cTteT 3^TtfrW»L*.SrmnrrJotnN«L 

W ASH1NGTON- The orr.pt roller if the 
urrency said that fus office has .dennfied 
ureas of the country where weakening real 
estate .alues could hurt banks but that the 
problems in those areas aren t as bad as 
the me in New England 

Comptroller Robert Clarke, the top reg- 
ulator of federally chartered banks, made 
the disclosure in testimony before the 
House Small Business Committee He 
A'ouldn t identify the geographical areas 
Mr Clarke said the comptroller s ffice 
planned to talk to bankers in the regions 
and might do targeted examinations of 
r eal estate loans to determine how -*icJe 
spread the problem is. Following targeted 
examinations m New England banks in 
•he area set aside more than $2 billion for 
potential losses. The comptroller s office 
has previously said it is looking at real es- 
* ate lending in the mid- Atlantic and South- 
east regions. 

Mr Clarke said the newly identified 
problems were not comparable m mag- 
nitude to the troubles in New England 
Testifying before Uie committee, Mr 
Harke and other federal banking reguia- 
•'-ts reiterated their belief that there isn t 
i widespread credit crunch induced by 
t 'ugher bank examinations, as some busi 
ress groups have charged. 

While surveys have shown that banks 
ire tightens* credit standards for small 
ind mediusn-5i2e businesses, the mam 
cause isn't stricter regulation, said Fed 
eral Reserve Gov. John LaWare These 
banks that indicated they were taking 
;tpps to tighten credit most often cited as 
-►MSi'ns their concerns about the general 
<• monty or the prospects for particular >n- 
tustnes, he said. 

Mr LaWare also c*l«d a recent survey 
;y the National Federailo* o< Independent 


Businesses which found >$s tyr-nun* bv 
vmall firms, but supported the tew mat 
Ijrmg the first quarter r hese firms had n< 
unusual difficulty 'btaming credit 
Statistics show i n.oderate Irop-orf ,n 
lending -n New England, particular:', :\r 
r eal estate construction, bur that s i 
healthy reaction to f he overbuilt markets, 
the regulators said Mr Clarke noted mat 
office vacancy rates in Boston increased to 
libh in 1389 from ' r r in 1983 

Though most committee members 
didnt criticize the regulators. Rep Rich 
ird Neal D. Mass < said he had heard 
from small-business people, contractors 
md banks A curtain has been dropped on 
some of fhe entrepreneurship we ve seen in 
New England over the last decade, he 
said 

The regulators did agree that at least 
some banks have reacted to the tough reg- 
ulation of the New England banks by rein- 
ing in lending to credit worthy borrowers 
Paul Fntts, head of bank supervision at 
the Federal Deposit Insurance Cnrp . said, 
A banker looks around and sees '00 or ■'00 
bank failures in the last few years and 
says. [ don t want that to happen to 
me 

It appears that some bankers have re- 
fuepd their lending to credit wormy cus- 
tomers. Mr Clarke saxi. We are taking 
steps to encourage ihe bankers rot to .ver 
react 
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Mosbacher Says ‘Serious' Credit Crunch 
Grips U.S., Isn’t Limited to Real Estate 


By Au> Mihuy 

Su// *fperi#r •/ Tnr W«u. Smirt Joi*nal 

WASHINGTON - C ommerce Secretary 
Robert Mosbacher said the u S 'n'giUI M 
iirrgnous erfdiurunch that extends Jet I 
bcvood the real estate industry and ap- 
pears m be worsening 

It is senous. and it appearsto bcjyac- 
erbatmg. he said in an interview U s 
not just real estate people. Real estate is 
xery serious But it also has to do with 
small and m iddle-sized businesses. hiih 7 . 
t ech, across the board, l businesses! who 
are_ trying to get loans an d can i 
Mr Mosbacher s statements were ihe 
strongest yet from a top admimsi ration of- 
ficial on the nation s credit squeeze Treas 
ury and Federal Reserve Board officials 
have attempted 10 play town the problem, 
arguing it is largely limited to the real es- 
tate industry and to certain repons of the 
country 

The commerce tecreury also called on 
the Federal Reserve to bring down interest 
rates I feel it I monetary policy i is on the 
tight side, frankly, he said. ( think it 
would be a good time to move towards eas- 
ing iFed Chairman) Aim Greenspan has 
done a good job overall, but frankly, infla- 
tionary pressures have cooled, and the 
s*ow growth we re experiencing. along 
with this credit crunch, is a good reason to j 
rase. 

In a speech on the Senate floor late last 
night. New Mexico Sen Pete Domemci 
sternly criticized the Fed for being too 
tight, citing his fears that Fed policy is ex 
Kerbating the credit crunch Noting the 
sion growth of the economy and the 
meliorating mraiion outlook, the se- 
nior Republican on the Senate Budget 
<' r nutter added 1 say to the Federal 
Reserve Board What are vug trying to 
fix ' xre you trying to fix inflation ’ l don t 
br ieve it needs any fixes right now 
Mr Mosbacher spoke briefly about the 
"Hi: cr-,.ncn at a hearing on rrmpetmve 
. v, vd vest»rday fcx the Senate Banking 
1 ^ it‘e* md 'hen expanded oniscom 

’ ents in a te.ephune interview 

ki’e' a sep.ir.xte hearing at the House 
-'■’■mns C. mn.ntee Housing Seoreiarv 
- n‘* h •" i p i so cufvpuined at>iut the 
si-eeze n ^ r»-dit There ,s 4 credit 


crunch. ' Mr. Kemp said. No doubt about 
it." 

Mr. Mosbacher said there has to be 

some serious attention paid to the credit 
problem But he was circumspect about 
placing blame. 

I'm not saying it's the banks, or the 
ban* examiners or the Federal Reserve, 
he said But he added: "The banks, of 
course, have a problem. Pnvately they 
will tell you they are having a hard time 
with the bank examiners. I don t know 
(whether l they will telt you that for 
quote. " 

Mr Mosbacher disputed the notion that 
credit problems are concentrated in cer- 
tain regions such as New England or 
Texas. Its not regional; he said. Us 
pretty much across the whole country. * 

Since early this year, many U.S com 
pames have complained of the difficulty of 
gening banks to approve loans. Banks, in 
turn, have blamed tightening standard* 
among regulators in the wake of vide 
spread failures and scandals in the sav 
tngs-and-toan industry. 

Treasury officials continue to argue 
there is no evidence of a broad, acroas-the- 
board c redit crunch. Despite anecdotal evi 
dence of a credit squeeze, they and Fed- 
eral Reserve officials have insisted there 
are no data showing the problem to be 
widespread Moreover, Treasury officials 
have avoided making sweeping public 
statements on the subject because they 
don t want to worsen public concern. 

Mr Mosbacher. however, dismissed ar- 
guments by government and private econ- 
omists that the problem isn t widespread. 

I think the economists, when they took at 
the figures, are missing it. he said. 

The Senate Banking Committee plans to 
hold hearings next week on the credit is- 
sue it has invited Mr Greenspan as well 
as Federal Deposit Insurance Cocp. Chair- 
man William Seidman and Comptroller of 
ihe Currency Robert Clarke to testify 
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Hanover Classifies 
S 1 5 7 Million in Loans 
As 'Nonperfo/ming’ 


By LCSUE 


The cost of Dom'd 1 Trumps debt 
problems is beginning io show jp on 
i he financial uaiememi of the banks 
he has dealt with 

fhe Manufacturers Hanover Cor- 
poration disclosed in a regulatory fil- 
ing yesterday that it win classify as 

nonperformmi ' HJT million of 
loans to the developer Thu shift 
means the bank u acknowledging it is 
not able to collect nteresi on ihe 
loans 

The move ts expected to be rot- 
lowed by the other banks that on 
Tjesday agreed to defer 'nttrtsi and 
principal payments on learly MM 
million ,n loans to Mr Trump The 
jfreement came as pan ol a M3 mil- 
lion package of new cam to Mr 
Trumr nrended to provide short- 
term cash and head off a default by 
me developer 

Quarter's Cut Put at H Million 

Analysis estimated that Manufac- 
turers Hanover i action will tower 
the hank s quarterly earnings by 
about It million, although they could 
not speculate ho* much the bank will 
ultimately face in foregone interest 
payments Other banks with large 
outstanding loans to Mr Trump, gen- 
erally over gioo million, are Chase 
Manhattan. Bankers Trust and em- 
bark Thomas Librecque president 
of Chase said m an interview on 
Wednesday that some of his banks 
loans to Mr Trump were clearly 
nonperformmg ' 

It s not surprising that these loans 
have become nonperforming. ’ said 
James Hanbury an analyst with War- 
theim Schroder A Company 

Some analysts see the reclassifica- 
tion as a possible prelude to more 
serious finsncial consequences to Mr 
T rump s lender! If Mr Trump is un- 
able to get his financial empire to 
generate more cash and if there is not 
sufficient collateral behind his bor- 
rowings some banks may have io 
write off some loans si tosses The 
banks wajIO then be required to set 
up a reserve to cover possible loan 
losses and then charge those tosses 
agunsi earnings These losses could 
easily run to tens of millions of dot- 
•ars or more 

it it impossible to determine 
whether any of Mr Trumps loans 
will ultimately have io be written off 
But analysts say they would not be 
surprised if that happened 

My experience is chat tj a generic 
group, non performing loans lead to 


- Continued from Fmt Business Page 


wrtte-offs ' sad Jamas McDerrmtt, 
an analyst with Keefe. Bruyetta A 
Z Woods Inc But the extent of the lots 
will vary from bank to bonk, and until 
2 * the rubbar meet* the road tn terms of 
asset tales and pey-dowms. it is im- 

* possible io determine the ixient of s 
loss, if any ” Mr Hanbury. however, 

2 added that ha fully expects that 
w rue -offs will have to be taken ai 
2 some point. ' 

- A spokesman for Manufacturer! 
t Hanover did not respond to a request 

* for comment 

2 The bank s disclosure came tnafU- 
, 'rig yesterday for a preferred Mock 
offering Other banks wilt have to 
2 make similar disclosures if they clas- 
sify Mr Trump's loans as nonpar- 
forming whan they report their sec- 
ond-quarter earnings later nen 
Z month ris its filing. Manufacturers 
Hanover said its nonp er forming as- 

* sets had increased "principally as a 

* result of problems being experienced 
t by one of the corporation s major real 

esiate customers.'’ 

; Quaatiea of less Leaa Reearvue 

* Raphael Safer, an analyst with 

- Brown Brothers Mammae A Cotnpa- 
. - ny Mid the question of whether to ta- 

- taWish loan-toes reserves is tnde- 
*. pendent of decisions by banka to clao- 

• stfy loans at oonperiormiM. When a 
„ ' loan is nonperformmg. the bardk stiO 

- hopes it will be repaid. Once N ta writ- 


ten off. the bank has given up iny 
hope lor repayment and mult repori 
as a loss the difference between the 
amount lent and the amount re- 
covered through asset sales, if any 

"It s my understanding that these 
banks really want to work these prob- 
lems out over time, rather than io tee 
any firs tale of assets, ' Mr Safer 
said. He added that conservative sc- 
counting principle* require banks io 
disclose large noruwrfoc mi/ig loans. 

The American Banker, iht banking 
uxhiatry newspaper, reported yester- 
day that Manufacturers Hanover had 
made loene to Mr Trump's Grand 
Hyau Hotel in Menhar*n and to the 
Trump Regency, a non-cauno hotel m 
Atlantic City, as well as a Ut) md- 
lloa equity stake in Trump's Castle, 
•lee U Atlantic City. 

Faced with the inability to come up 
with a |a) million interest payment to 
holders of Trump s Castle bonds, a 
group of Tg banka that had lent money 
to Mr. Trump agreed hi principle on 
Tutedoy to a frvs-yeer MS million 
bailout. TMs pact included e I3A mil- 
lion bridge loan to help Mr Trump 
meet Me payments to bondholders — 
hod ho been unable to make the pay- 
ment. bondholders couM have fore- 
cloaad on the property, which could 
have pushed Mr, Trump into bank- 
ruptcy 
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Is it the banks' turn? 

Real-estate loans threaten to make a bad situation worse 


D onald Trump s struggle to save his 
loitering real estate empire by bor- 
rowing even more proves the old 
adage that the more >ou owe. (he more 
reluctant your creditors are to pull the 
plug IT Trump defaults, the banks that 
have emended him S2 billion in loans will 
have to dispose of some of his holdings, 
surely absorbing heavy losses (hat would 
weaktn i heir o sere mended portfolios and 
fun her soften an already soft market 
But the problem is hardly limned to 
Donald Trump and his tenders It signals 
ihe potential acceleration of a banking 
crisis brewing for two years that now 
threatens to break out 
on a national Kale 
"With real-estate val- 
ues nor increasing and 
even depreciating in 
some areas, these bed 
loans, like dead bodies, 
are floating to the sur- 
face. * says Jonathan 
Lindky, managing di- 
rector of the Washing- 
ton office of Ferguson 
A Company, a Texas-based financial ana- 
lyst 8ank w me-otfs for bad loans, mostly 
on real estate, have nearly quadrupled to 
S42 7 billion m the past live yean. 

On the surface, the red ink stemming 
from soured office properties and other 
commercial deals do not seem nearly aa 
senous as the 132) billion SAL cleanup. 
Even comparisons with WO billion in 
w rmen-ofT loans to developing countries 
appear overblown Plenty of evidence, 
however, suggests that the nation's near- 
ly 1)000 federally insured banks arc 
struggling to avoid a cash crunch that 
could require another costly taxpayer 
bailout, particularly if interest rates inch 
up and leave overextended real-estate 
developers unable to meet their loan 
payments "Its the largest single issue 
facing the industry m anybody's memo- 
ry.' declares George Salem, bank ana- 
lyst at Prudential-Bache in New York. 
"Were talking about deflation in real- 
estate prices on a nationwide basis ' 

In a different era. bankers probably 
could have swallowed the commercial- 
property slump without undue harm Af- 
ter all. they have weathered downturns 
before But the timing of the emit poses 
the biggest danger Since the early 1910a. 
lenders have struggled with the Third 
World debt hemorrhage, the oil bust, a 
farm recession, a spate of overleveraged 


corporate buyouts and the savings and 
loan debacle Today's squeeze adds to i hat 
stack of lOU s 'The solvency of the 
system is already impaired." declares Mi- 
chael Aronsicm of Comstock Partners, a 
New York City investment Arm 
Banks everywhere now are feeling the 
pinch Losses from bad real-estate deals 
are cutting into bank earninp and pull- 
ing down stock prices and credit ratings. 
The outlook for bank stocks, says Kyle 
Legg. an analyst for Alea Brown A Sons 
m Baltimore, "is the worst I've seen in 
10 yean " Eighi'V the nation's top 10 
banks, including giant Citicorp and 
Chase Manhattan, have 
had their credit raiinp 
lowered Only Bank of 
Amerva in San Francis- 
co and NCN8 in Char- 
lone. N C . have man- 
aged to escape Moody's 
Investors Service has 
downgraded the debt of 
66 banks so far this year, 
compared with J9 in all 
of 1919 (n many mayor 
urban areas, real-estate 
values are stagnant at 
best, and most are declin- 
ing. ihe vacancy rate in 
office space has hit 20 
percent nationwide, com- 
pared with only 4 percent 
at the nan of the 1911-12 
recession Values in some 
areas arc further diluted 
by the massive amount of 
foreclosed SAL real es- 
tate— 33.901 properties 
with a book value of 
$14 9 billion — held by 
the Resolution Trust 
Corporation And that 
Are sak is just beginning 
9ucM The worst may be 
yet io come In Apnl. L 
William Seidman. chair- 
man of the Federal De- 
posit Insurance Corpora- 
non. released a study 
identifying 40 areas across 
ihe country where com* 
mercial-real-estate loan 
problems could be lurking 
because of heavy office 
construction and slow yob 
growth States considered 
eiiher in iroubk or court- 
ing it include Texas. An- 


tons. Massachusei is. Oklahoma Colora- 
do. Connecticut. New Jersey. Maryland. 
Virginia. Florida and Pennsylvania, m 
addition to the Nashville and New York 
City metropolitan areas Until recently 
California was considered all but invul- 
ncrabk to a downturn, but the FDIC has 
Kjenti&ed Los Angeles. San Jose. Sacra- 
memo. San Diego. San Franciwo and 
Orange County as potential trouble spots 
How dtd commercial bankers, those 
supposedly sober, conservative guard- 
ians of the nation's wealth, get involved 
in yet another loan debacle' Go back to 
the go-go 1 980*. when bank cam mgs 
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were bane red b> uncollectible loan* to | til t!c cash 10 cover debt service Yet. Many businessmen complain that the 
Bratil. VKsno and Argentina Mean* even in after vacancy ram shot up increase in bad rcaJ-csuic loans has 

while. lenders were losing their most and most of the country could not ab- made bankers overly skittish about all 

vredii*onh> cuM^mers who chose m- ! sorb a -conitnued high pace of construe* lending, creating a credit crunch for 

Mead to rai\e ihur own funds Through : non. teal-mute loans grew twice as fast even healthy companies Banks are 

uimmrMil paper and bonds on the h- as business loans turning quite conservative. ' says Arnold 

njncial markets Real estate be.jmt a Hoping 10 head olT an SAL-like deba- Danielson, a bank analyst in Rockville, 

major outlet for fendable funds, because cle. over the Iasi sit months federal regu* Md However. Federal Reserve Chair- 

banks could charge developers relatively lators have dispatched teams of audnon man Alan Greenspan told Congress on 

higher rates than they could other bor- around the country to sift through the June 21 that f there is any credit 

rowers It also looked like a quick way ledgers of banks with heavy exposure to crunch, it it limited to loans for corpo- 

io shore up sagging earnings With prop- real estate, forcing lenders to reclassify rate mergers and nsky real-estate ven- 

erty values soaring because of a relative- any wobbly loans and change the as* turet "Significant problems cannot be 

ly high rate of inflation, stout demand sumptions for calculating real-estate val- ruled out in the period ahead. " says 

and favorable changes in the 1911 tas ues For example. banks now must as* Greenspan, so it could take several years 

law. banks poured billions into office sume higher vacancy rates than before, before all p.obkms stemming from over- 

buildings, hotels, shopping centers, con- Wherever property values have declined, building and bad loans arc resolved But 

dominiums and other commercial proj- banks must set aside more money to the central-bank chief is confident that 

ccts From 1916 to 1989, while total cover potential losses or to reduce the "enough credit appears available to fuel" 

bank assets grew 12 percent to S3 3 ml- loan That accounts for the rash of big economic growth nationally Others art 

lion, real estate loans soared 41 percent losses reported by lenders in New En- not so sure, espccihfl^ in the New En- 

to S 76 1 6 billion In too many cases, gland, ihe Southeast and other soft real- gland region, where even healthy bor- 

rents from those ventures generated too estate markets- In New England alone, rowers are having trouble raising cash 

banks have had to add a# I n deed. Carole Berger, an analyst for 
estra 82 btllion to ibar C. I Lawrence. Morgan Grenfell Inc , 
loan-loss reserves. Such , figure* that loans us the Boston Federal 
set-asides weaken bank Reserve District in declining at a 26 
profits, erode *hare print percent annual rata "This is not a credit 
and make it harder Ike crunch," Berger wrote recently. "This is 
banks to raise needed a credit implosion." 
capita) in equity martns. Nfc. kitty. One bag wgrry » whether 
While banks tarnik the FDIC. the entity that insures bank 
86 2 billion us the Wl deposits up to 8)0LOO(X has enough 
three months of 1990. mk mon e y in its kilty to protect deposit on 
improvement near the against a bank aollapaa The agency is 
past two quar^k. it *as forecasting a 82 Nikon increase in its 
H percent short of the imuVlncfffrnd that year. But Robert Li- 
st 3 billion nested la the «•% a-Braofcutp tafljttM* economist 
ume period a year ago. rhaatdky <h* Hotaa Bhew&Commmee 
In some cates, banks to study the problem, ts Aibtous He 
have responded by laying notes that insurance-fund reserves were 
off employes and getting 818 btllton two years ago and only 813 2 
out of unprofitable lines btUioo now— a meager 81 million to cov- 

of business Last week, er all depositors at each of the 13.000 

for example, Bankers FDIC-msured banks The fund lost 8900 
Trust eliminated 73 yobs, million in 1919 and Budget Director 
or 10 percent of ns pro- Richard Danman projects a 82 btllion 
fetnonal corporate ft- loss this year "If the economy falls into 
nance staff. Harris Bank- recession." Litan wants. "FDICs mar- 
corp of Chicago said it gin of error could be wiped out quickly 1 

plans to lop its payroll by If that happened, the federal government 

120 people would have to replenish the till to pre- 

The regulatory crack- vent the system from crumbling 
down is forcing banks to The recovery promises to be long end 
tighten their lending prac- painful. During she oil recession that 
(ices. Virtually every large battered Texas a decade ago, most major 
bsnk has stopped making banks suffered heavy loascs and only sur- 
real-estate loans, especial- vived with an injection of money from 
ly for speculative projects new owners Today, these banks are rc- 
i ha t lack major leasing boundingalong with the Lone Star State s 
commitments Those economy But to gel to that point, almost 
banks that continue to every large major commercial bank in the 
lend now demand that de* state had to be merged or sold The 
vetopers put upas much as country can ill afford thai kind of disrup- 
23 percent of the cost of a non on a national scale. fl 

project— representing a 

substantial increase in ihe ovxwvweifl sneeta «nn Uonro« w 
upfront cash required w>d C*t *o»wc* #. **■ 
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Lenders Are Hit Hard by 
Real Estate Slump 

Earning's Turn Lower Across U.S. as Banks 
Struggle to Maintain Higher Loan Reserves 


Ry Edward Kean 

K»fM l<Wf 

The decline in the real estate market that has 
plagued the Northeast and Southwest appears to 
be spreading to other regions of the country, 
further clouding the outlook for already de- 
pressed bank earnings. 

Analysts caution that banks that expanded 
their real estate lending rapidly during the 1980s 
may see their earnings hurt for as long as three 
years as a result of the current real estate woes, 
which are particularly acute in the commercial 
area. 

“The problem is going to be with us, in one 
way or another, at least through next year,' said 
James Rosenberg, a banking industry analyst for 
Shearson Lehman Hutton. 

Standard & Poor’s has downgraded the credit 
ratings of about 50 banks this year— about 
one-third of the banks it rites overall— mostly 
because of problems with commercial real estate 
loans, said Tanya Azarch, an SAP banking ana- 
lyst. “Nor do we think the downgradings are 
over,’ she said. 

Real estate problems may hurt banks for as 
long as two to three years and it may take 
anolher two to three years for them to recover, 
said Christopher Mahoney, a Moody's associate 
analyst. 

U S. regulators see signs that the real estate 
'.lump is expanding. 

Paul Fritts, supervision director for the Feder- 
al Deposit Insurance Corp , told Knight-Ridder 
that the number of stales in which at least 1 
percent of bank real estate loans were consid- 
ered non-current rose to 28 as of March 31 from 
20 at the end of 1989 “It does suggest at least 
there’s a growing problem of varying degrees." 
he said The states with the worst problems 
were Rhode Island, Massachusetts, Connecticut, 
Texas. Arizona, Alaska and New York, he said, 
Triti's said ;t would be "highly unlikely" if the 
real estate problems did not affect banks* bottom 
lines. 

Commercial banks earned $6.2 billion r the 
1990 first quarter— down from a record $7,3 
billion a year earlier— a decline the FD1C attrib- 
uted largely to higher reserves for domestic 
loans, particularly real estate in the Northeast, 
Azarch said banks became too concentrated in 
real estate lending and relaxed their underwrit- 
ing standards, particularly around 1986. 

At the end of March, real estate loans repre- 
sented 38 percent of all loans at FDIC-insured 
commercial banks. Commercial and land devel- 


opment and construction loans accounted for 
about 47 percent of real estate loans, according 
to FD1C figures. 

Recently. Fritts told a congressional panel \he 
real estate problems have not yet bottomed out 
m New England and said the FD1C sees some 
"softness" emerging in California real estate 
markets. 

Comptroller of the Currency Robert Clarke 
also sees the problems spreading, although 
Clarke has refused to identify the regions. 

“We have found it is a little more broad spread 
than we might have thought," said a spokesman 


“The problem is going to be 
with us, in one way or 
another, at least through 
next year. ” 

— James Rosenberg, 
Shear son Lehman Hutton analyst 

for the comptroller’s office. The agency has 
discovered soft real estate markets "in places 
where we didn't necessarily expect to," the 
spokesman said. 

Analysts say the real estate slump, particular- 
ly in the commercial area, stems largely from 
overbuilding during the 1980s. Contributing to 
that development were favorable tax laws early 
in the decade that allowed rapid depreciation of 
real estate. The tax environment for real estate 
got worse in 1986, when Congress lengthened 
the depreciation period lor real estate and 
curbed deductions for passive partnership losses. 

Also contributing to weak real estate markets 
is the fallout from the collapse of hundreds of 
U.S. savings and loans. 

The Resolution Trust Corp.’s sell-oil ol in. ifts' 
real estate assets has bolstered the p« --pnon 
that real estate values will be depressed for 
some tune, said Fred Puorro, senior vice presi- 
dent for Thomson Dankwatch, a bank crej t 
rating and consulting firm, 

Peter Merrill, president of BF.l Golembe, a 
bank consulting firm here, maintains the real 
estate problem is not confined to a few regions 
but exists any place where loans have grown 
sharply and real estate values have soared. 
"That’s a lot ol the country,' he said. 

With those real estate problems, he said, “We 
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think earnings are going to be > .-ry disappointing 
this year as they were in 1989. 

Signet Banking, a Mid-Atlantic banking firm, 
announced recently that it would post "minimal" 
earnings in the second quarter to provide for an 
increase in non-performing real estate loans. 

Bank stocks have also taken a beating because 
of the real estate problems, analysts say. 

An SAP stock index of 25 banks, including 
money center and regional institutions, stood at 
143.90 recently, down 14.2 percent from 167.66 
in early January and down 18.2 from a year 
earlier. By contrast, the broader SAP 500 index 
was 12.6 percent above its year-earlier level. 

Moody's Mahoney said the problem has affect- 
ed the Southwest, New England, the Mid-Atlan- 
tic regt-vi and the Southeast. "The Midwest is a 
question mark at this point,” he said. 

But Merrill said problems are starting to crop 
up in some Midwestern cities— Minneapolis, for 
example. Indeed, the Minneapolis Fed in a recent 
economic survey said the area’s office vacancy 
rate is expected to soar in the next few months. 

Some analysts see the problems spreading to 
California, the moit populous state, and credit 
. rating firms say they are watching the situation 
there closely for danger signs. 

Carolyn Sherwood -Call, a San Fraodacb F#d 
economist, agrees that CaWbrui*'* market 0 
seems to be “coding," but said that is to be 
expected in the wake of the dUte’a roffttfate 
boom. 

Sherwood -Call said she did d* btfflte CatiTor- 
nix would experience a recurrence of the real 
estate problems that have plagued New England, 
Arizona and Texas, saying indicators such as the 
office vacancy rate, dependence of the ecordhy 
on construction employment, and the nuo£er of 
housing permits per new resident are not partic- 
ularly out of line with national trends. 

Puorro stressed that in some places, including 
Florida and California, the real estate problems 
vary within states. In California, for example, the 
San Bernardino area is showing strength while 
Los Angeles or San Jose may be in trouble, he 
said. 

Alex Sheshunoff, who operates a bank infor- 
mation and consulting firm, suggests the impact 
of the real estate problems will also vary signifi- 
cantly among banks. 

Any bank that has focused on commercial real 
estate lending and loans for leveraged buyouts 
probably will go through a "lough cycle,' but 
those institutions that have specialized in con- 
sumer lending should continue to do well, 
Sheshunoff said. 
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Bank s Approve Loans for Trump, 
But Take Control of His Finances 


In 


By RICHARD a HYLTON 
a last-minute deal with baitken 


yesterday, Donald J Trump narrowly 
•voided missing a payment deadline 
that could have led to personal bank- 
ruptcy 

But for the once-mvincible develop- 
er. the deal comes at a humbling cost 
He has been forced to cede manage- 
ment control over his mulubilltoo-dol- 
lar empire, at leas: temporarily, to the 
bankers who came to his rescue An- 
other, hardly onerous, rest net »o is 
that he must learn to live on 1450,000 a 
month 

Yesterday morning, in the firsl part 
of a two-stage rescue for the 44 year- 
old developer some ol the nation's 
largest banks wired 120 million to a 
Trump bank account to help him meet 
a midnight deadline to make a TO mil- 
jm payment to holders of some high- 
yield "junk bonds' backing one of his 
Atlantic City casinos 

If he had missed that payment, he 
would have defaulted on loans backed 
by Trump s Castle and probably would 
have lost that casino to creditors Such 


will have to give monthly, 
quarterly and yearly reporu on each 
aifct," said an attorney Involved in 
die talks, "and he will have to explain 
arqt- significant variances from the 
business plan." 

Mr_ Trump, whose P million 
yacht and PAS million Trump Shuttle 
airline are both up for sale, said yes- 
terday that the trouble he has nad 
meeting his debt obligations has actu- 
ally been good for his name and the 
mystique some attach to iL "1 think a 
has greatly enhanced It," he said of 
the name's aura "There was a media 
stampede, but when you come 
through adversity. I think people re- 
spect that." 

‘Credit Crunch’ Cited 
He also asserted that a nationwide 
credit squeeze was one of the causes 
of his problems "If the United States 
doesn't do something about the credit 
crunch." he said, "you will have far 
worse than a bad recession " 

The 145 million loan package. 


a default would have set off a chant of Kif on ntromont 
defaults that could have forced him to) lYidlldgClIlCIll 

control has been 


seek bankruptcy protection. 

About 70 banks also approved lW 
million loan package for the drvewper 
yesterday that will defer much of his 
bank debt for up to five years 
The cost for Mr Trump is that his 
bankers, who in the past had eagerly 
backed £is grand vistffc. now have 
him on t shen leash Hit every move 
including hts personal expenditures 
wifi be scrutinized But he has main- 
tained ownership of his empire, and r. 
that small victory could lie the seeds of 
a comeback — if the real estate and 
casino markets cooperate | Page D5 | 
The banks may seem kemem, but 
.their decision 10 rescue Mr Trump is 
partly an attempt to try to recoup as 


lo$t, at least 
temporarily. 


which will immediately pay back yes- 
terday's $20 million short-term nan 
once the documentation is made final, 
received the approval of all Mr 
Trump's bank lenders except one 
West German bank. Dresdner AG 
For several weeks now a few major 
Japanese and European banks had 
balked ai lending Mr Trump more 
money and rolling over much ol the 
mountain of -debt he hu amassed but 
as of yesterday all the banks except 


much as possible of what they have 

lent tc him Yesterday's deal includewMpretdner joined in the agreement, 
incentives for Mr Trump to sell mankind bankers said that the German 
of his major holdings to raise cash bank would probably join in the nexi 
That cash would then be used to pay 
back the new loans and to return some 
of the principal on the loans they have 
made to him over the last decade 
The banks justified lending Mr 
Trump more money by saving they 
woultk b< hurt if the developer was 
Jore^a to sell his assets it fire-sale 
prM because he would not be ible to 
rep^ylhem fully They also wanted to 
iv4kf a bankruptcy filing because the 
tigifi assets would then be deter- 


momh 

Although Mr Trump will remain 
chief executive of the T-ump Orgam 
zation. the company th3t oversees 
most of his various businesses much 
ut hts authority to make the targe 
decisions that direct the course of 
that company and its subsidiaries has 
been taken from him 


miaed by a bankruptcy court judge 
Pie banks hope the new cash will give 
Mr Trump time to oversee the or- 
derly sale of many of hi* assets at 
prices that would allow him to meet 
hi s obligations 

In exchange for the $45 million loan 
package and the deferment of nearly 
$850 million in debt, Mr Trump must 
give up control of his personal and 
business finances The flamboyant 
drv<*toper, who Jus put h»s nine on 
almost all his large properties has 
been told by the banks that he cmnot 
spend more than $450 000 a momh on 
personal and household expenses for 
the rest of the yea r Next year, he will 
be limited to $5*5,000 ; momh. and in 
1992 to $500,000 

Moreover, he has had to submit a 
monthly business plan for the bank- 
ers' approval That plan has projec- 
tions on the income and expenses of 
each of Mr Trump s assets Lawyers 
involved in the negotiations said the 
banks will regularly require detailed 
explanations of every aspect of Mr 
Trump's various businesses and will 
review, item by item, every receipt 
and disbursement. 


Tight Rein by Banks 

By accepting or rejecting parts of 
the business plan drawn up by the 
Trump Organization and by bringing 
in a chief financial officer approved 
by them, the banks will keep a tight 
rein on the Trump empire 

Mr Trump. 4 Wk> according to his 
own best-selling book has mastered 
the art of the deal, has for several 
weeks faced what was probably the 
most important deal of his career 
Bankers said that when the developer 
told them that he would not be able to 
make all the interest payments on his 
nearly $2 billion of bank debts this 
year, weeks of arduous international 
negotiations began that resulted in 
the large loan agreement, as well as 
the short-term kin of $24 million 

A victim of both the downturn of the 
Northeastern real estate market as 
well as the softening of the gaming 
business in Atlantic City. Mr 
Trump's vast holdings could not gen- 
erate the income necessary to make 
interest and principal payments on $2 
billion of bank debt and about $1 bil- 
lion in junk bond debt 
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M r»n*ne* Trump s Cmd* 
* ™ Ulton payment sa a iw. 

^ ** wKfacSj! 
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$4# MliHon Credit Uo* 

To avoid the losses they would 
fer if Mr Trump filed for bankruptcy 
Pr«ect|on. the major New ToS 

=* n *‘ 1 his lenders 

C.tibank. Bankers Trust, Chase v i« 
hl ‘J£ n Mehufacturers Hanov£ 
with^'w? * P,ln >o provide htm 
mjlI ‘on credit line That 

ISSUE rv * n,u-Uy «• 

Japanese and European banks in 

bank syndicates holding loans to Mr 
Trump refused u> participate in the 
'new loan package, which will be 
backed by additional liens on almost 
every one of the developer's assets. 

These bankj, which included many 
of the world's largest commercial 
banks, initially refused to allow addi- 
tional liens on the properties that 
were securing their loans Many of 
them delayed approving the deal in 
hopes that the large American banks 
would take them out of the deal en- 
tirely by buying the chunks of loans to 
Mr Trump that they had originally 
bought from the New York banks 

First Big Deal In 1171 

Donald John Trump, one of five 
children bom to a Queens housing 
developer, made his first big deal in 
1B24 whan New York was m die 
throes of ena of its worst fiscal crises 
Mr Trvffpt then X) years old. per- 
suaded the bankrupt Penn Central 
Railroad to sell him the dilapidated 
Qapmodort Hotel, which adjoins 
win Ml GstfQnl Terminal, for $10 mil- 
lion. and he then won a $120 million 
tax abatement from the city He per- 
suaded bankers to (end him about $80 
million and went on to build along 
with partners, the glittering Grand I 
HyitfHWai j 

It was the Grand Hyatt, which , 
opened to 1 MO that made the young 
developer a presence in the New 
York real estate market and he used 
hts 50 percent interest in that project 
to borrow more money from the 
banka to build other projects 
Mr Trump went on to build a for- 
tune by catering to the demand for 
New York City luxury housing One of 
his most well known projects, Trump 
Tower, a glitzy Fifth Avenue residen- 
tial and commercial skyscraper next 
to Tiffani^kCompany, has become a 
iM«i 


tourist i 


Uon 


Entered Caaton Business 

The young developer, whose name 
became synonymous with flamboy- 
ant wealth and glittering extrava- 
gance. became extremely wealthy 
throughout the 1980 s and eventually 
went into the Atlantic City casino 
busmesf. He opened his third Atlantic 
City casino, the $1 3 billion Taj Mahal, 
in April of this year 

Bonds associated with the Trump 
casinos were several dollars higher 
yesterday in light trading 

A banker close to the talks <a«l the 
larger loan package would gu ahead 
desp te the refusal of Dresdner to ap- 
prove it On re reading the docu- 
ments, the lawyers have sa>d that it is 
not necessary to get every single 
lender to approve a subordinated lien 
on the property, and there is also a 
sense that over the next 30 days 
Dresdner might come on board, he 
added 
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to make « $43 mtfcfl peymart anTawl 
pMOMl b^n^.Mtfwanoirmlbg^^ 
otwwiWp of pny of Nt 

AfiTitorybuMno on New YorKa FHh Averx* edfi 
Aopi, otHoet and condotpMum. 

€lghtaen-«ory Manhattan hotel aoqMlredlrom 
•Weetln Motets. 

T nia'i Cm«i Hotel and Cod*# 

AUantfc Oty property bought from Kifton Hotels in 

:tes 

fnMw r$4 MaM Ceatea md ftseart 

Mr Trump s neweet Allan*: City casino. opened In 
April 


BOrtt by Mr Trump and HoMsy Corp The Atlantic 
City property has been aoiety owned by Mr Trump 
aince 1966 

tha Tnerp SteitSa 

Airline purchased from Eastern Alrfnes. It serves 
New York. Washington and Boston. 

Tnenp Pec 

Manhattan condominium on Central Parti South. 


#*w Yorti retaffer In which Mr Trump bought a 27 
percent stake <or nearty $70 mIBon. 
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Financial ids* 

Big Banks Are Plagued 
By a Gradual Erosion 
Of Key Profit Centers 

Their Corporate. Auto Loans 
Dwindle, and Credit Cards 
Get Tougher Competition 

Wave of Mergers May Loom 


By O’lCLAI R SAA3E 

and R*»BEin Ct entmoi 

*»•'/ ftrpo'irn «/ T«r Wall SrirrrMiu>u 
NEW YORK - 8ank bashing is big th ese 
days 

Flying squads of regulators are rorcmf 
banks to own up to billions in questionable 
t-vans Rating agencies are downgrading 
banks credit ratings Investors are dump- 
in* bank stocks, drum* prices t^unprece 
dented lows against the overall market 
An 'oerreaction ’ Hardly 
While tb*» real estate boom that fueled 
h ink profits in (he ; h.r. gone bust, the 
funking iruiustrv •> -* rs run far deeper 

ih. iu .if,* if its periodic properly slumps 
Wh.it worries ana.ysls. investors and 
■>, inkers themselves is the ever blemer 
i ne'erii, mtlook at many barks 

The re <; estate problems crutd last IS 

ii, ->ntn> r maybe two years, says 

Thuii Hani-*. a bank analyst at Salo- 
r> <«ti Fr-'ihers Inc Pul after that, where 
<1 'he pr .fiMbiluc -if the industry come 
?• t l' *• i'iT .* ; r*-i'v picture 

Profit Drought 

T • ii ; - t'.e'i’ fine b\ one. the tra 
d.'i r rn st' ■>( bank profits are 

ii*. . i \* i dm >r 'i- erica s blue chip 
< ■ 1 ;• 1 i'i"'iv • ie the bis banks lucrative 
’u~ • ./.'-i no dwindled The merger 
arid r i, uniTi- r ,*r,n a it Ii its fat fees tor 
Wle'*. h iv ' i.'i-ii ei.iig banks stuck 
w iin • « i rir-v in.*"' ■ ' I o'l'erously lever 
ag«*d ' ' n ;■ i r. i *■■ > E .e-. “ - » ■ * m* businesses 
$..■ n o r e*1.; i nriis are andi-r siege fiom 
{« wt-ff.,, -,*w 1 1 it peti’nrs Arid bull! ns of 
d"Hirs .r. tiN lebts tv developing s >un 
tries •st . ' 1 h lunt n any big barks 

The ‘Making cim.ate is as -tiffiCU.I as 
ans :r the hist, rv ..f the g-i«ba! financial 
ser.i. es m-Jastn. >a>$ Ttii n as cl La 
br*-i i„e 'be ; res, dent uf Ch ise Manhattan 
t'i.rp pa’er»i i 'he n.ifi- n s sen. nd largest 
bank Mr L^abrerqu** is j n.an who knows 
C hase celebrated his pending promotion to 
the chairmanship last month with a 
shaken Mm* could c<>st as n ar>> js 1 'OC 
the bank s 41 odd err-pl-yees thPir j>>bs 
But ni’l Uiiy hark employees are at 
risk The nation s banking system is built 
on < 'mfidencp. and if as seems likely, 
honks pr-Nems linger f«>r years. that con 
fidence wui be y.relv tested A weakened 
banking mdustrv. in turn, could hurt the 
global competitiveness -J many smaller 
l S companies. nhich would find borrow 
mg m<.re difficult 

\n SAL Rerun 

Despite til the bad news, however, the 
Kinking industry isn t on the verge of a 
collapse like that if The savings and loan 
industry which has left taxpayers saddled 
with a multiUllTon dollar bailout bill Many 
an ilssts predict that a big bank >r two 
may fail this year or next and that the Al- 
ready skimpy profits of most big banks are 
likely to get skimpier But compared with 
SAL* banks have a much larger capital 
cushion to absorb economic shocks, they 
ire better regulated and managed, and 
(hev iren t rife wuh the outright fraud that 
undern >ned v.ov SAt-a 


Although Use grotitof mr u» k 

banks plight focuaetoa bad lout. Om iyH 
problem ksn t necenarQy tbe tout madt 
in the past Rather, it » the good lotukat 
banks arm t making now plain vanilla 
corporate lending used to be the big banks 
mam business, but years ago major corpo- 
rations began seeking cheaper financing In 
the debt and securities markets 

Now. according to Goldman. Sachs A 
Co. a top-rated industrial company can 
raise funds by selling commercial paper, 
shortterm lOUs. at only ?S5 r < to T1SV 
slightly less than the : J'l to that a lop- 
rated bank would pay A corporation just 
a step down in :he ratings would pay !*» to 
4 r*. while a similarly rated bank s cost 
would be 6 V> to 8 V* Add in the bank s 
operating costs and a profit, and It clearly 
will have a hard time lending to such an 
industrial company 

Lending Rales Slashed 

Faced with tough competition. big 
banks have had to cut their lending rates, 
and that, in turn, cuts into profits. In the 
iJSOs, banks earned™ anemic 1'* to Urt 
return-on equity on loans to large corpora- 
tions. says James McCormick, president of 
First Manhattan Consulting Group And 
despite the efforts to tnm rates, corpo- 
rate lending has declined steadily as a per 
rentage ol total bank loans, and banks 
have tried to push such fee generating 
services as helping corporations manage 
thPir cash and issuing letters of credit But 
m those fields, tor. they face intense com- 
petition and rworthin profit margins 

Onfv now is the damage from the ero- 
sion of banks corporate lending business 
becoming apparpm. however For a while, 
the extent of the problem was obscured by 
:he rich fees and high margins that banks 
earned by financing the 1980s merger 
bnopi These highly leveraged transactions 
helped swell banks average returns to a 
mere • *5pe< Title if'. to IS*"* The low 
n.irgm c-irpTate lending was just bemc 
sut»di:eo Mr McCormick says 

But as i r Hynt [ muscling into invest 
ir,ent bare ii g the tig barks are now stuck 
with vr t- f 'h>- wire problems fa m.g 
ther cousin 1 - >n ’«l i,i Street- highly paid 
■Je 4 : ike's w-tr. an acute shortage uf 

deals'" ■ ,ke Baum went out and put to 


T ■( f r, rn Firxf 

ge-rer -hese m er-v-J ;ea rs )f b . Jin iar 
ge-ms but no* :h„. e J>? BTjfnts 

Mr Met .rmick sa.s w 

kt Bankers T'.st me ,f ;he biggest 
Links to id- {.! a erch m: ranking st rat 
eg> Pa f h Mr Lk na d heat fr-rpornefi 
nance ickr-'w ledges ’\ 4 ; - he slack pace of 
r ew }e i,s i, ■ ^-mg the bank B^t re ex 
T**' (S i (jiov ;e. ,erv ife tv|:e.es that 
Barkers Trust can , here, is# uj Eur.pean 
business tv lr ke-irg s.-rV.f ’.he errss 
bi rder nergers and aeqa's, tiers that are 
likeiy as the Cvrrnvn Mamet drops trade 
barriers in . *. 4 2 and Eastern Europe strug 
gies in shape up h addition, Bankers 
Trust, like most investment firms, antici 
pates hep, fees from, helping L" S compa 
mes rest,- ,c’«re to igh'en -h: e-urmous 
debt burdens stemming from the merger 
and buyout binge 

There s going to be a demand for 
brain surgeons to repair other peoples 
botched operations. Mr McDonald says 
* resurgence in deal making is espe 
cully critical to Banners Trust and J P 
Morgan A Co . two fc ^ banks that lack con 
sumer banking operaions For many other 
banks, however, consumer banking haj 
largely offset the decline in corporate lend 
mg But consumer banking is a highly 
competitive game 


Af-Loii Cmu t ft l ^ 

U receM yeuv tor mmplt. bold 
loa(-profltAbie mto-loubalMahutaB 
losing ground to Use auto tn&km' cagttw 
toince units, such as Ford Motor Credit 
Corp. and GenenJ Motors Acceptance 
Corp Just u in the corporate kna field 
many b*nlts have been hurt in auto lending 
because they oiw have lower credit rat 
mgs than ine auto makers units and thus 
can i raise mooey as cheaply 

Auto lending has become so difficult 
that Manne Midland Banks Inc . the na 
dot i fourth largest auto lender after the 
three big captive auto- finance companies, 
is throwing in the towel Marine Midland is 
negotiating the sale of its auto-finance sub- 
sidiary. which holds about « billion of auto 
loans, to Ford Motor Co. 

Credit cards are the current, often-lu- 
crative fad among big banks. Citicorp, the 
nation s largest credit-card issuer, earned 
KOO million in 1989 from credit cards. But 
a successful card operation requires huge 
investments m technology and huge out 
lays for marketing; for this reason, many 
smaller banks have sold their credlKard 
portfolios to bigger banks. 

The ATAT Challenge 

Over the past five years or so. the 
credlKard business has become a game 
of economies of scale, says Robert H 
Burke, general manager of Bark of New 
Yorks credit -ca*d operation. In effect, 
you re running a iactory. and the more vol 
ume you can push through your fixed 
costs, the better the profits are Aug 
merited by the recent purchase of a 850.000- 
account credit card portfolio from Hous 
ton based First City Bank, the Bank of 
New Yorks card operation has grown 
since the beginning of 1989 tc U & billion in 
<Hitsiaiiding charges from S2 6 billion 
Moreover, big new credu card players 
such as American Telephone A Telegraph 
r 0 and Sears. Roebuck A Co . are taking 
>n tn- banks In ]ust four months kTAT 


».IM *i«irruara accounts with its off#r o\ 
ni>r#f cards and discount longdistance 
phun*- calls Bankers profess no great con 
■ern ab.^i aTAT s entry into the held but 
vm,e banks are challenging it m coui 
*nd within a few weeks. Citicorp cour 
'ered bv offering cheap credit card cal 
through MCI Communications Corp 
Through ail this, the increase in prot 
em loans continues to plague banks Wit 
ness now some premier banks scrambled 
[ ° ‘•t' LDf'ftaid Trump afte r he fan-’-l to 
nim ^btpaymenU. the banks hai I 
ready lent the real estate developer . 
dreds of millions of dollars without requ 
mg any rollaieral Real estate problen 
continue to mount in New England and 
New York, and now the highflying Califor 
nu rfil market is losing altitude 
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li t very dUttcuA •( UiU sugr of the 
cycle to unde rst&nd what i be louts ■nil be 
to the bank*. ' says Judah S Kraushaar. a 
b.« rvk analyst ai Merrill Lynch Ha n*« 
that 1*1 the 19'Os real^state crunch, soma 
banks lost 100 of the principal of their 
real estate loans -and that was without an 
overhang of foreclose cal piperties 
Also dragging down bank profits are the 
Third World loans Eight years after the 
loans began join* sour L S bonks are still 
Sturk w Ilh more than brllmn of them 
f itiC'irp Chairman John R*^»d argues that 
alth "u?h his bank still holds some v billion 
of Third World loans -the biggest >‘tie bank 
total - the problem is. for all prai tical pur 
pi>ses behind it 

Regulators and motors di.v.gree Fed 
pmi regulators recently demanded that 
hanks write off > r - of 'he money still 
.vied them by Brazil Th.it wont hurt 
some biff banks, such as J P Morgan that 
have hefts reserve rnverafp for the loans, 
but it will cut deeplv info banks with less 
c ourage -Citicorp among them 

The Leveraged Deals 

Still lurking in the wings are an esti 
mated Sxi billion of loans stemming from 
the wa ,e of mergers acquisitions and buy 
outs Many of these once glamorous lever 
igel deals have b*-en turned by the slug 
gish economy into desperately shaky oper 
, items struggling to rr.eet debt payments 
With, all the bankrg problems, it isn t 
sa r p ri si r g that the S4L crisis is never far 
f-. n ti.ir.k r egulatnfs r> nds Stgiis >>f trou 
v i.itr* avt year in the n,< ** thru it g New 
, oguM reji estate rr.rkei set the Comp 
,,e' .( the Currencs 'he principal regu 
it r .it natnmallv r bartered banks <>ff on 
i * i « g* .f so c i lied I irgi-vd re il estate ex 
i * 1 n i* .ms mred i* h.rcirg banks to iden 
v. sfi ikv real es*,vie . o s As 'he prop 
r-". s u n P 1 spre id te v -nd Net* England 
> . tg >r d (he ex in m i'i- rs it.. -eased 
it her agent M’S me g. >: -g t" gtier (■« 
W >^L fraud si. mm pans ’he Secun 
t.rs r.d Exfhang. r 'eieo’lv 


re.jured Ohio S Bail' 1 1 e < *rp t high , 
v.|v, >d regiona' tn:> f pi.' *his -1«s 
no <■' n the fr-ifi' , f j'» :< r 's;w 1 'u' for 
ji. '« lill.m share sale T* * >Mre>. if 
> p . sl'ick < f. 'ed i’e n.e sa 

,f‘,v . >u'l‘s dep» v. V ,r ( Iglt r k 


.S. Bank*' Worrleom* Profit Squeeze 

clatiM low Ussn ... Hire Col lot. ftoffloDiliti 


iiei 't>*n tosses is i ^ '° r * (04C1S 

■ ;s% * 

■ — 

a F s% * 

owv - 

o?sn~ 

^iin -n p « 


Set .ncom« is i pettentxqt 3* 'ota' asses 



of the bank or savings association and are 
n ,.t insured by the FDIC Bank Insurance 
Fund or anv other govern rent igencv 
The SEC says su< h wa mngs in inves- 
tors will now be standatd f-r all bank secu 
ri'ies issues, so will I'Migher reviews of of 
fermg documents .A Banc One spokesman 
comments. This was a .m very thor 
-ugh review They had a prepared set ol 
questions that we had t > reply to, even 
though many didn t pertain :■> us 
Credit Ratings Reduced 


As barks financial performance has 
eroded credit rating agencies have been 
merciless in downgrading bank debt Oi 
the rations Vi largest banks, only one. 
Bank of America, has been upgraded in 
the past sis months many more have been 
downgraded Such giants as Citicorp. 
Chase Manhattan and Chemical Banking 
v, . e lower ratings than many of their po 
r | , 1 1 corporate customers 


Both lOfC FtAanclAl Cory., (he ptmit 
of the biggest bank in the Baltimore-Wash 
ingtoo area, and MtdianUc Corp.. based tn 
Edison N J . have endured the ignominy 
of having their debt classified u ' Junk ' 
Trading in Midlantk debt ' U virtually by 
appointment. " says Ann L P^Nnsc*. a 
bond analyst at Donaidsoc .kin t 
Jenrette Securities Corp aim ..ause nf 
investor anxiety. NCNI Cdrp . another 
large regional bank, had to halt a 1150 
million private offering of preferred stock 
That forced NCNB to drop plans to bid for 
Miami tased CenTrusi Savings Bank 

Bankers, in turn, complain that regula 
tors are too harsh and ratings agencies too 
finicky Such clampdowru force banks to 
increase their loan- loss reserves, write of: 
more loans and increase their capital 
levels -to the detriment of already sick 
profit margins 

Although rone of the big banks have 
been forced by the mounting problems to 
alter long range strategies, those jtrate 
res art being subordinated as bank man 
agers scramble io meet Uie ertsw of the 
moment Personnel Layoffs and retreats 
from some lines of business have become 
common Several thousand bank em 
ployees have already lost their jobs 
mostly in New England and New York, 
and thousands more wall be let go as banks 
such as Chase and Manufacturers Hanover 
implement announced costcu'ting plans 

The Coming Consolidation 

But however unpleasant cutbacks are 
many bank executives find even more dts 
muving having to think about what most 
experts and bankers themselves agree s 
the real longtetm solution lirthe indus 
:r\ s ills consoadauon 

With more (tun 12 600 banks (he I'S 
sm.pjv has far m-re than it needs O'er'- . 
pjcitv wasn t a problem when banking 
l iws gave banks virtual oligopolies ui then 
comniunittes But the liberalization of i r, 
terstate banking laws and the success <»f 
hnfibank r-n.petr.jrs su^h is money ma" 
Kh' f ir, I s .erurities f.rrr.s and financ*' 
i'rr> -I .nd.stn.ii cun panes have given 
m ^'5 ind fv.rr new choices 

S * n nk--5 have ’ v cor side r the n«r 
ii’hukjh.r mergers *nh cross town ri 
va;s Fit instance a m.erger of Chav 
Chemical anu Manufacturers Hann er 
n igtu reduce overhead by as much as <'r*> 
r i.:i >n a year But it s a rare bank cha.r 
r van who would be willing lohand over me 
reins to a former rival 

Nevertheless, mans analysts expert 
that once current real estate problems 
ha.e bottomed out. market forces will 
e.efituully push many banks into consoli 
dttmn I'S Comptroller of the Currenrv 
R berl Clarke predicts that the number of 
t $ banks will drop to fewer than U ouu in 
the next year and a half 

Thdl probably would still be ton n.any 
Alth-ugh no ore suggests that the L S 
hanking system should dwindle ro just six 
: banks, as Canada s has 'hmjsands 
n ore institutions probably must vanish for 
banking to prosper again 
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DONALD TRUMP 
JUST WONT DIE 

By rights this overextended erstwhile billionaire should be bankrupt by now, but his artful deal 
with his banks— 70 of them — makes the Donald look like a survivor. ■ by Stratford P. Sherman 


N othing is qlith is <t seems 

• hen >oo p*s> through the look- 
ing glas» into the fiscal fantasvland 
where Donald Trump resides His 
26th floor office in Manhattan's Trump 
Tower is real!) or.K 16 floors above Fifth 
Avenue In ibis arena of marble and mir- 
rors. where hvpe and high finance somehow 
blend into one the difference between a bil- 
lionaire and a bankrupt turns out to be a 
measJy $20 tri llion That is the sum Trump s 
banks lent him m June saving h,m at the 
last possible moment from a default that 
could hjsc Jem. I -shed his empire 

Trump a-l stems almost certa n to sur 
v 's c this near s<t jstiv'fhc No* t*ai he has 
an agreement m pr.rvplv *.ih hs bank' — 
the* arc url k.h to vg" hrj! u * ’ ^ , r t > he 
tore Xugsoi - hi > bj.k m ne" !r Jul' 
he pa J h ' Se* Vork ( h uvis or t.mi and 
s'gncd a Is. j's * 1 1 n s, mt t .-r ai.h 

rrsns* 1 r. 1 j \< lijlOi> la'jistt Bui s U r 
s.sa' *'11 hi so-!‘» ' ir Trump w w j'K had 
i»' sell h s s,. L 1 to me bj-i.' It s a g >od 

Jcj! ’ll til'll I I k-1 \| r Jf Oioi (> es 
si pi th j I - id to Co i T it sc k j s jhh t , |x t 
a' on to s - 1 *hs r, 

O "V ; s ' h j — - V* i . • is |h v sfor.p'e 

r i s, f ' -i 1 • . s J ~ w ’ * i " J " * ru'S and 

n j c r j ' i Ju rji/ I. r i s L 1 • t , | hs -b 
'vurits o' Gt-ssTs >.rk to a ICvfl 0! 

gl t/v n. tor is ts unm i j hi ani business 
person on th s pan ol :hs pljnci Trump got 
(ho fjr h\ !’'.rk r.c pig and taVng bi£j.er 
But hsrye'orth ,or at leas' uri.l ths nevi re- 
nig. >1 >ai -on , hjrk v rs *>!: force hie free- 
wlvJng pr sals Is K c'd Trump Orgjmra 
iior, to S - njsc more * . n e a sober public 

sompans 

Hs must hifs an .spines fj mmaier as 
h s No 2 pun de s - t sol's).<tcd re- 

ports to ths bancs jnd stick to a business 
plan that ertc. i sc > K a*s au Jas’Ou' ness sen- 
t urc> In th.s r mosph t r e of forbidding ratio- 
rufits liumpmjs* I I >.s i plus ceJ fls'vset 
A i a, aiia \sv * »• i ; *oo 

^9 


But if he prospers — and of course he claims 
he *ill — bis company could possibly emerge 
healthier than many of its brethren from the 
1960s era of heedless high kserage 
Trump is a more complicated character 
ti'an his public image suggests -personalty 
nuttier and more charming and in busmen 
a wilder mix of brilliance and Aatfooted- 
ncss Described by people who know him as 
almost totally incapable of introspection. 
Trump may actually believe the absurdly in- 


flated claims that are his trademark "J have 
the best assets of anybody I know Take a 
list of your top people, the best assets of 
anybody's are Trump's " The bone-deep 
conviction that Trump and everything 
Trump touches art sublime has made this 
man an unbeatabk promoter 
As a businessman he is simultaneously 
fabulous and a flop HegrewupmrtaJesiate, 
where his abilities nicely match the yob The 
self-styled master of the art of the deal u a 
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J fiftf d <K UTUf He jlv' has hikk |fvj fljir 
j Not s'rtly did lx ve 1 1 oof the apartments <n 
* Manhattan's Trump Tos*cf at then super 
i premium prx.es cl $' »< or more per square 
f»s>»r r»sj I X jls<s ! rj 'x|,-.i -TVd Is J I r i „ (Ti - 
vsms. .'I t rj spj v t - mo a mjtor 

lour >' j'Oji* ,.r S >r s he * ihout •’•jiage 
r ji A H II ' *u ki "C . ,rl ; k s proie^'s jif 
root r>. ■* , -i r'-i! j ijiii hud^s’! J\‘ 

jfvun< «\ • s :% j l'.-rx x i ( s 1 !> I ' N: 

m^rov J m 'hj - ,0 '*>4 pi k c s'- rv. s T V 
mjr m "> h L " C it a t .1 or k’j.'x 
Bui j’ k .. ' 1 m 1 v ► \ K o f'v" 

(Ti. 'fit s 

< a r'fc k ' r , '"t Trep 1 ’ ■ 1 j ” 

(J'iT S . ’ - . A 1 I'" ’ L ~ P ' . v 

V J 1 !' ‘ K . T' - • p .' , at ’f l r - f 1 

s I M .le "hi \ 1 *• j - • r \ "O \ riCVTi.r p» r ' 

H\S THRtATtNED ASSETS 

’ U«lf »• Trorrsp cris »<}v*«X« moe* CJ»A Irorri [Jx^M 
*rsd oth** Sokf>|% h# rnjj b* lort^d l« IWioolftB 
Mrrt* From lop M,» ISIS million f«J Mahaf 
caw*} n*#<j» to •v' ill rVISon *viry try t* 
»urv*« » Trvtp Prtc torvdo'^rsrsR^n 

K/tHI fro't Corrtrii PtrV hjv* n*«rty wW ool bid 
P* lorm*< Iatt*m thuTTt* bar|ly tw*ai» *»*n 
And Tnump 1 jnd«>-*'o©*< 7 fr-*cr • Writ Vt* 
ytrd» 10 Manhattan t* cxJuea "W rr**n«* at at 


folio C/ser I? )eirs Trump v ciparsding col 
legion 0! bus nesses hut become a queer 
jomhle of fr«-c standing operations hadl* m 
need of Lohrrent manage me nt Tfurr p ov*r:s 
thee AilanrtcC.ts casinos the former fast 
c-m Air L.rscv shuttle the retail spjse .n 
Trump Toacr Pu* the Ptarj horei aM nu 
m r 'u' oit-t. r tijx • inj n nor picsC' >f Se* 
V rk (. ts r; j estate -far 's*s mush !» 
Tr^mp u j~s 'Hi »kc to ru" out of h * p* <s k 
t At 1 1 hv kjquj''erv ths .nmpjsv has I I 
su^ot 10 1 Uhl of *Si m K sjf the ' 1 k ! 
s <C . *s • s . pr v ' ,k '•t i-cj ' . pot t * ' tv ! 's 
f 1 v t n> t 1 ' 4 

Ths *'>. k iv N ^ in J a 

J>r s'"!'"p<.n Lur ",,1 -Jj; ts., ,> J ’ 

.‘■^r »• -u n s .u.c v.- "s ”1 "u’s hs 
it x i-g *■ k c t the r«. ti ... ipj gufssi~|. 

t sd fs*" k r e^pk-stcs sumg h.s sop 
p - S ■'•ik r i * 'd Ps. K S sljIsi’V's rjg 

• ' )i ,h e ’0 a r s * 4 o (yjl sh his h, isl> 
k 1 s <*■ e j. ■ „i,' e^en alios* *g k , s 
•rpceJ ■*■ ' ress Mr a Maples t <s sc 
•he 'hen ; he ‘TSs-"'. tes'aurjr' r h s 
T'-n p p u-a sa> 

M'S 1 * u^'e s Ti'i ha; k s h^sinesses j'e 
'.i*' ‘t 'iv ’ k ( 1 x-rfi k 1 ..r\ 

iht* 1 m. s j ’ ’ . ~ s > per r ' -r j-c p r ■* 1 
j ^ l * (. 1 si t \ k ser.«. e \ , * v 1 d 

ced R.' if u' "a » t- p 1 1 e - : S'O 




-"x ‘ *r, , ' ' 1 ' ' 

rr * r • ) "r > L . -■ 's j*s ,> , i' s c : 

tne k'j > ‘.e r^c '» "■< 1 „ M p t ,>• ^ j ■ ,j 
Inf a' a i* "> e e a k s h ik ir j -is ,r ! *1 

bus.nevscs . -~c is s^a'- as a s r u^ K - id 
>rg Savs a asst 1 empl. *cj re ■ t V 
ha'ks n the n .U !jl>r *a- "a 

."f ill sir us . * re '. ■ " s Jchi 

As a f e s u i r ; K s r * e n st s , >1 f r u n p s h t n a 
eis tre !ar fr m An si 1 Vn-r K j ks s.j, f 
mus h ms rr m* os ■ j *d pres: guai-tikt h i -. 
ot*m rs and hjr^^ that iert juj -si > S s 4 x' 
pn>p<rtes ha>e l.trle r a ■* "* ths/ve 

that tasked is-se'n The largest k'^der l ■( 
ha~V he*Js a ssncV jte - h ^.cr t: s ); t , n 
IP Tru'^P It iPS C t. itself Up V .rr< ‘h, r g 
levs than t 1 h.rJ uf that T"h< t'tt. »i n a-e 
bxked S hjr-J c lla 1 *raJ - . 0 lud. r g hrsa 
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mortg*g<i on ihe PUii horel, ihe ihgllle, 
indthc il ill unfinished Trump Pi bee condo- 
mirsumin Manhattan - boi some of the debt 
rt. in i ryndieatc member s dclKite fomub- 
lion. ' grvJcrveured ' In other *ocds ihe 
collateral isn i ve^rth is much as the loans 
BankersTrust o far more exposed. has mg 
rcjied on Trump s ogna'ure 10 hack its lend- 
ing xyhich amounts To some Slllll million 
Manufacturers Hiis hi *h»ch rcrcniJx re 
classified tbc hy!k of m Trump loa ns - 5 1 50 
million as rurperfk rm r»g alvs relied on 
Trumps pers- rjl hulking Chase Ma'-hal 
lan has Wri rr !’" r aga r.si Trump Toss 
er a pome Carr* r j->d j/vihcr IT 1* m limn 
agjmM i he ** je-e kV^si Side rat sjrde .n 
Mi'hjNji’ TSv's I 'u— .p hi pe ' 4 Jus !k 

hu .Id i he « . ’ Id s i j "< - 1 * * Id i m c I'i d U ii \ 
me'te hesid':>. rv f, r n t s* the .j r Je produse 
no revenuk j' a 1 1 

In A pr , i Trump md 1 ^inke s ,ddk Ms 
real/ed ihji he fj.ed j e ish shw -r t f j 1 1 n,g 
enough to topple the edihec e>l Jehi Fo« 
tL'M esiimaics the sHk >rifj.l at Si M million 
or rr.ore The irnmeJ-atc rjuve c»f ihe crisis 
was tte collapse of the ;ur,k hemd market in 
»t;<h Trump had expeeied u> ra w mush e>f 
ihe capital he needed But rue real Mors he 
hind Ns near h j r k r u pi es s TXkfs i-ukj’c 
TV dc se lops' r k rv k* n j}s ,ps rn $ ! > 'Son .0 a 
h*o*car spr^c h'-jne '■g h is js^u«s’i,.rs 
and capital impr ik^kfii' <o: s nrf. Jehi 
than h is enr v rp-r . s ^ e k a »r> flow <. >u Id support 
He - he i e sr rsi h r g . " 1 h*. a"- m pi er thji he 
could I ate r re p* i> *"> " ' . i v ' .Is «* : h ne » 

Ik >r g e r I c r rn n n J . e - j ' ■ ( 1 . r , J t , k k j 

pj.m v ('1' T K j • • - '< Ip' ,* T'^rrp 
io j * h p p ' . •> "v - -> ” \’n' 'o'.m; 

faslof' g risk d V P I* - - -n l < ■ t | e N % f 

ervJi’ to a r k> e" ■’ Mo*»k s i.ss o 
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HiS THREATENS D TOYS Trwno ■anti to mA Ni AwH jkM. Trump hhctu Idktmi) 
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m 1 ‘ n n l He j'.oj » S' : " *• it , r ,r r, • M 
Ijrtis ( ilk S hr jrd 1e » Ij M ,hal k ,e,rv 
He a I mips I k e r t ,i n ,'k , -pj J |,w the 'hui 
1 k Akiordoe ’k 1 'k.„’ Ik j'jKst Heki-ks" 
Bs' e k e f e'l nhe jr>, f | i v Hj r Hh ihk re 
lux" usluIIs irjde j'I ' h.e (im,. e i jeh 
fVn* Trump paid >k*^ r - 'ek.-J hi 

S'Ughl i! at j 1 1 Bru.e h. |> l k e Jt i r 1 x » e t 
crjn vshe' ran * h. sh , i \ e rt . fr»,'T'p hied 
him in Jurx' re pled VI T - „mp s nd he J 


r„rs ejs rvs jr v mu r k ^ ;■ n,e ji general .ng 
k j'h r u .1 * h ji Trump -HkJs in hnjnec real 
eoals ikT'eikk and p j . dk’s*n dehl And 
Tiump k ijk sh v ae He's uo kx'k ^eiter ihjn 
”r. 'ei < if i he comps M ion 

B«,i Viljnnc C' ts itself is st If a Jog - 
Me jk uiis '’jrjtogetlo and pi u -r Is se rss'd 
hs S L * Je'si.s s kHff.'e jjkk^e gjTung vk»m 
m ee.or Trump .s hslfing ihai the CfK'f- 

mous kiru-r. Jk'ned Taj vijhjl ail atirxi 


e rnssfltinnv hul s<> fj' H ha 4 C jnn ihjt./e d 
ho e'lhst |k» i sjs.nos Trumps Ca 4 iie and 
the Trump PIjzj 

Inihe pa't t a k 1 veare Trumphj' aK. ■ pent 
Ijk ishls kin improve me nis v«nvl.'‘i m,Jli r 
all I old \khjl helpsJ pree pilafe ihe kf.i e 
vis h irkk rs vsas 'he Sl]il miJI.on Trump 
she lied l»Ul rCCeRtfs Jl his f istU" Cjk-rk' t ir j 
rxs* mjrmj a :m*cr of luxury suiie* and 
iHhe r addiin'fls Ss^me k f lhar mksnes *a>N. r 
ros*ed’{fk>m Ses» Jc f scs s Vlidljntic^ationjl 
Bank hul SbO millusn came stra ght i hj r ef 
the Trump Organ /jnon s sash floss hjss a 
rueful Trump In ten sears as | to, A ► je i 
1 m gomg to sas I m gljd I roesieJ me mun 
s's Shtiri lerm I ss sh 1 J>Jn t do ii 

Prodigal though he i»3s Trump js tv ■! cn 
lircls to hljmc for his hfush *'ih rum \s 
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even he concedes. “There art certain things 
beyond Trump's control ** Among them are 
regional slowdowns m Massachusetts and 
New York thai cut the numberof passengers 
on both the Trump ind Pin Am shuttles by 
S'T Us« seir Similarly. the overall Atlinnc 
C>r> gambling business has risen only 5^ 
this scar - a tough time to open the Taj Ma- 
hal. wh<h by itself increased the city's gam 
mg capacity 18^ 


T HERE S MORE to this Many of 
woe The New York real estate 
market has entered a cyclical 
slump, and the Tokyo stock market 
skidded enough Iasi winter to discourage 
some of the likeliest potential buyers of 
Trump properties, both large and small On 
lop of all that sa>s8rijn J Strum, chairman 
of Prudential s real estate division, "we're 
going through what might be called a one- 
mdustty ctvdit crunch “ Credit has been 
light, t*d the SAL ensis has spurred regula- 
tors to Krutinue banks' real estate loans 
parucuWtv harshly 

The crisis came in Apnl, after the junk 
bond market ground to a halt It had been 
slowing for months as Michael Mdken. its 
creator, came to grief He ultimately pleaded 
gudry to su felony charges Trump unexpect- 
edly found himself unable to refinance $2 bit- 


£ 


10} 

s r * * * ■ 


,rr^ 


lion of expensive ;unk bonds and Rank 
bank loans for which he was per- 
sonally liable With major amor- VVCf6 
tuition payments coming due m 
June. Trump foresaw that he eagei 
wouldn't have enough money lAnri I 
He says he had counted on refi- iwllU 1 

nancmg that parr of his debt. TrUfTt 
nearly two-thirds of the total 
Says he I thought capital they ^ 
would be more readily jsjiTablc . 

It was tptalh jNjiljhle when I pTSCt 
bought the 'hutilc And all of 
a sudden -boom’ -ihe curtain ** * 

came down Him V* 

In fairness. Trump is onlx ihe 
most famous of the mans dcvcl- mone 
opers who have run out of cash 
L'ntil a few months ago bankers 
were so eager to lend to Trump they were 
practically sprjsing him with money Says a 
New York developer who has known Trump 
for years "The hankers jot mesmerued 
They thought it was almost an honor to lend 
to Donny ' 

Frank Creamer, head of real estate lend- 
ing at Citibank defends his, er, u^uJ enecurrd 
lending to Trump m a prepared statement 
While we can't speak for the other harks, 
we believe our loans were not imprudent 
They were consistent with our underwriting 

gg HE MAKES MONEY 

m Trump Image may bahit ir*o*t 

jfu? rt'uabia mat. In addHson t* 

y naming moat o* hrt proiwrtiwi *fi*r 

Iff Smart, tnctbdtng thru can nos, 

SB Trump put S* name on tbeit- 

8 Mtttng booh, i board gam« that 

hoppeg. a gotdpen (hat irvay rrtif 
fey J for HO 000 and indicated TV 
G i gam* *how that wttl aw bn stag 


Bankers 
were so 
eager to 
lend to 
Trump that 
they were 
practically 
spraying 
him with 
money. 




t* roiruhi 


M 

*'/ 


standards and based upon (he 
value of (he specific assets, grv- 
>0 ing effect to Trump's proven 

. ability to lake enisling asset* 

W and add substantial value 

* through eaptlal improvements 

# and improved market'-.g efforts 

i that We beliere that over time 

the long-term values of 
ere Trump's assets will be reacted. 

proving us to have made the 
kaliy right decision " 

Mg The relationship between 

® Trump jnd his bankers became 

somewhat surreal Trump had 
never intended to repay all 
f . money he'd borrowed accofj rg 

to the terms by which he bor- 
rowed it. and some of the bank- 
ers didn't expect him iol. either They 
figured he would find a way to refinance 
Approached by Foarcmi, Trump's bankers 
uniformly refused to discuss their confiden- 
tial relations with him unless their names 
and affiliations remain secret On that basis, 
however, key bankers confirm much of 
Trump's story Says one. echoing Trump 
' We understood the risks we took and what 
it meant for the junk market to dry up 
When that financing didn't materialiie. the 
gate came down *' 

Trump found out the hard way that hie 
ability to raise capital had evaporated AJ 
though he was short of cash lor his debt pav - 
mems. he also had costly xw prefects m 
mind. including a $20 million plan to buikJ 
penthouse apartments atop the landmjrked 
Plaia hotel But every major bank Trump 
approached last spring, from Citi to Chase 
to Ma nny Manny, refused to lend a J'mc 
Trump wjs dumbfounded ' You have to un 
oervtand he says. I have a buvXw which 
is rcallv going well And all of a sudden vou 
go into a bank where you have a normal 
banking relationship -and for the first time 
they say no '* 

It took much of May for the implications 
of these events to sink in Trump asked his 
accounting firm. Arthur Andersen, lo pre- 
pare a set of cash flow projections for the 
Trump Organisation that outlined the trou 
ble ahead Then Trump hired Kenxth 
Levemhal A Co, a Los Angeles firm spe- 
cialising in workouts, to refix the projec- 
tions, sharing the results with his bankers 
The bankers spent weeks improving the pro- 
jections still further Their analysis revealed 
that Trump needed deferrals of interest and 
principal payments on almost half his bank 
debt, plus a mayor infusion of cash The only 
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likely alternative was a senes of defaults that 
would force tun into bankruptcy Explains 
Trump in hr* patented, endearingly reason- 
able voce **1 u«5 to the btnVcrv listen, 
fcllowv if I have a problem, then you hav< a 
problem Wc ha* to find a way out or it's 
going to be a difficult time for both of us ' " 
No one wanted lo lend more mores Says 
a bank lawyer TV general perception was 
that there wasn't a hell of a lot of collateral 
left ‘ And the wtued up lenders finally de 
ended that Trumps signature wasn r worth 
much more than the ink *nh which it was 
inscribed So eiecutivcs ai such money cen- 
ter banks as Citi and Chase began discuss 
<ng the problem with each other as '•el! as 
with Trump Befo»s long evirvi>nc agreed 
that the onb way out was for all Trumps 
banks io join together and share the risk 
Thus began what mas have been one of ihe 
thorniest corporate work-s^t nt.g"( latinos in 
US banking history According to partio 
pants on both sides decking to bail out 
Trump » as the eass part Suysonc kev bank 
er Evcrybods +is m a weak positu n Some 
were weaker ihan others but e»ersVdv 
needed a restnxtur.rg Vkc ai 1 understood 
that it »as not <n out interest oi Donald v 
interest for him io f k for bankruptcy 
LVkr Chapter 11 ruks Trump could 
have kept ihc banks a* as from his assets for 
»car\ So tVv dwdn i press h.m t.xs bard On 
the eonifar> bankers had evens rvcrt vc to 
remain on frcrvjls lerms w.th Trump To 
maintain the value of iN. r collate r a 1 ihi 
krxw thes Nad io g . v c h,m i me *rd m. r-cv 
ti> turn his bus nes« m'enj 

T he hard part *js gut-ng 

banks io ag\s or the d*tj T hs 

sheer Ci *" P'k V f s s'l T ’ « m p s * i b i| 

k'afl' »i> s3 j w " ' i p l <. “.V r - f i m t 

ur oris wtb (N. a".i- *• k e 'hi ■ « * 

k'jns soJOv r Is bad I, h ri up rth* . i 

Trump Off. jn uahor 

Trump pusbij the dvcuss-orv jt»>rc h s 
read Is mjk.ng the cor\\.svi'-r> barkers n. 
sju 'fed v >e Id a su 1 "'! jni.jl amK'unl ol bis 
aut-'rv ins To pljijti Barkers Trust and 
otbefs that bjd tent a m-rj N-cct ng Jw 
m.llu'r backed >n whole i't part bs Ttump 
perv'nalls the erstwhile bi'l 'na,rc alvt 
agree J to limit ho housuholj spervifing to 
JjSiitliU a month Savs a barker Donald 
understmsd *bjt we needed 

The restructuring plan that emerged from 
ihe'Sv ncgolutuns is a triumph of bankerls 
skilis The" bares w.ll g vc frump hsc sears 
lo carve a viahk business out of his hold 
mgs Wisely the arrar-gv nent is ftcuhlc 


enough io Id Thiap decide bow to reach 
iV cuh flow goal* (hat be and the bank* 
hasre defined ObvSousJy he would pettier io 
ritve as much money a» possible by improv- 
ing his ope rat oru- but ko the degree that 
effort fails. Trump must liquidate assets. 

So the nett phase in Trump's carter will 
be a pubi< test of his ability as a manager 
Since the banks will not alio* him to start 
ins fabulous and expensive ventures for > 
*hilc Trump has a reasonably good chance 
of wringing considerably more cash from his 
costing properties 

> ATUNTK CITY CASINOS offer i V great- 

sst opfv Hunts — and challenge Trumpwas 
probjMv fool sh to invest in three separate 
casinos set because of tough Nc* Jersey li- 
censing laws these art difficult properties to 
sell He can however. capitalize on some ob- 
vious economics of scale Astonishingly. 
Ttump s cas nos. which spend hundreds of 
miltis'ns ol dollars a year on goods and ser- 
vices have never done pint purchasing And 
far from coordinating marketing plans they 
have treated one another is competitors 
Merch to service their debt Trump's r*0 
smalkr cas.nos will need ' '<3 million this 
vear last scar their comb.ncd openi ng 
profits *crt 5^*- million But he properly to 
watch o ihc Taj Mahal, whose breakeven 
point seems alnu-sr imposs* is 
high bv .odusirv standards 


■ Tbt SHUTTLE in which 

Trump bjs irvesicd around 
S-l'tO m,|u.-r ,s eatnifg ensHigh 

to unci ts dibt Svrv kC But 111 
man spfi table tfurns 
lfi<'ir' T o'’. ihsf slash costs or 
ib m. rc favor abk 
Or ib v •'lock for 
b i ' n m n 
• j , - r *' ■ , b ■ i ■ J 

i n p i *v * i - ’ • ' -"r.v * K 
t 1 1 a rif k ij m -ov'i mjj. .r 
bidJit- , 
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■ TUI PiAgA MOTH beauti 

fulh r k n, v j\ ,J a-d p» pv'ar w it h 
iravtkrs i k u ij grove a winner 
befsHC mush k-ngvr According to Trump its 
profit S I e dsbt service has nereaved from 
ilbmil - n lUvy tbc vc*r he bought it toa 
prvjected i-tO mtl!is>n th.s scar Fonrc vf es- 
timates interest Cv'sts at Ja5 million, soifrcv- 
enus's eort nuf to rise as*cordmg to pro- 
jsstiors the Ivnel will break even by nest 
sear Given lime Trump m ghi also sell the 
property ,n whivb he has invested J-(50mtl 


“I said to 
the bankers, 
‘Listen, 
fellows, if 
I have a 
problem, 
you have a 
problem. We 
have to find 
a way out.’ ” 


S°(S 


lion including improvemenu According to • 
hold oonsuhint. ihc Ftui it worth u Icag 
1550 mtBioo -»nd Trump has i long record 
of setfing properties for much more than any- 
one thinks they're worth 

■ THUMP ffALACC. the Manhattan condo 
projeci. will be an early indicator of kiw 
badly the dcveJoper's image has been dam 
aged In the past, mostly out-of-town and 
foreign buyers pa>d big premiums for ihc 
Trump brand name Indeed. Trump already 
has received some down payments for Pal- 
ace apartmenu at typ<a1 purchase prices of 
1 600 to J900 per square foot -much more 
than comparable units in competing build 
mgs are fetching To gauge Trump s staying 
power, watch how the remaining Palace 
units setf-arsd at what prices 

■ THE WtST SIDC YARDS (a k > Trump 
City) will preside another key test Selling 
this huge tract of prime Manhattan real es- 
tate before it is developed would be an act 
of desperation 

Already Trump eiccutncs have begun 
comparing thetr company's situation to the 
entrepreneurial early years of such great m 
solutions as Ford. Vkalt Disney, and IBM - 
as if being young and in (rouble were all it 
look to qualify for that dub If 
he survives this crisis. Trump 
probably will emerge a more 
disciplined manager and a more 
formidabk businessman But 
though Trump eiccutnes hint 
at someday lakmg the eas n»* 
public tbc company won t be 
reads ti join tbc major tcafui.v 
for ujt- 

Vkhjt hjs Trump katn^d 
fri«m th.v rtvv- ' Not a- mu* 
j' sou d ihink I alwjiv Nu 
ihji whvn thv bus, new o.tv 
went down Id r*v v k r t . t 
caught he sas-i Edward M 
Tracy '' who recently Ncjhi 
bssss of Trumps i.asin*> gr -up 
is even morv direct F — iK 
down v>ck saw Tracy wts<>H 
Ai!ant< City office is dominated bs a bt 
aarre si* foot high portrait of Ttump c«e 
cutcd in multicolored carpeting The 
banks arc not going io bury you io. rc 
always going to gel through the downs dc 
The guys who win arc the ones who bet on 
the upside 

That s the way Trump always has bet 
And probably always will Q 
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TO: TW 
FROM: RANDY 

RE: HEARING ON COMMERCIAL REAL ESTATE LENDING PRACTICES 
DATE; August 8, 1990 

To Robert Clarke: Do you believe there is still a credit crunch in 
the country, and if so, what is its principal cause, if any? A 
criticism of the bank examinations performed by OCC is that they 
contribute to the credit crunch. What is your opinion of that 
criticism? What steps are the OCC takinq to make sure bankers do 
not over react to your examinations and create a credit crunch? 

To Peter Philbin: How many bank failures have there been in New 

York state and New York City over the past year? Is there any one 
determinable cause? How much money in real estate loan losses 
will the N.Y. banking industry suffer this year? What effect are 
real estate loan losses expected to have on the N.Y. banking 
industry? In your opinion, what is the general health of the 
banking industry in New York? How would you compare it to the 
rest of the nation? 
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Kannath l$v$nthaf& Company 


August 15, 1990 


The Trump Organization and 
The Relationship Bank Group 
(Consisting of: 

Bankers Trust Ocrpany 
The Chase Manhattan Bank 
Citibank, N.A. and 
Manufacturers Hanover Trust) 
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We have previously issued our Agreed Upon Procedures Report dated June 14, 
1990. 



At the reqiest of Donald J. Trwp and The Trunp Organization ("Trump") and 
The Relationship Bank Group, we have updated the Donald J. Trump Poet-Plan 
cash Analysis - Projected cash Flew Activity for May 1990- April 1991 
( M Poet-Plan" ) - Exhibit II ("Exhibit II") for the following significant 

events which occurred subsequent to June 14, 1990: 

1. The Trunp casinos ’ (as defined in the June 14, 1990 Report) operating 
results for the period of June 1, 1990 to July 15, 1990 have been 
adversely affected by various factors, including apparent narket-wide 
economic conditions. The Individual Casinos actual operating 

financial results, as compared to the Business Plan budgets (as 
reflected in the June 14, 1990 Report) , have experienced a material 
deterioration in the individual Casinos' operating inoerre (before debt 
service and capital expenditures) . Accordingly, the projected cash 
distributions to Trurp in the amounts of $20.0 and $2.0 million from 
the Trunp Plaza Hotel & Casino and the Trump Castle Hotel & Casino, 
respectively, and the payment of nsnagement fees by the Trunp Taj 
Mahal Casino Resort to Trunp Hotel Management Corp. have been 
eliminated. These distributions and payments will be nade as 

oontenplated in the Business Plan budgets when the Casinos' operations 
provide sufficient cash flow. In view of the current financial 
operating results, Trump is currently in process of evaluating 
alternative Casino business plans and business strategies. In the 
ciraxostanoes, there can be no assurance that the operating results of 
the individual casinos will inprove or that alternative means can be 
devised to satisfy the obligations presently payable or becoming cfce 
in the next year. 

Additionally, Donald J. Trump cash balance has been updated to actual 
at July 31, 1990, and June and July 1990 cash flow has been updated to 
reflect actual results. Me have not quantified the amount of unpaid 
trade payables and expenses applicable to June and July 1990. 

WAftC** Crf Cu* Kirw-aMr.*"*** 
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2. In accordance with the revised Credit Agreement terms, Donald J. 

Trvwp’s personal expenses were reduced. 

3 • In accordance with the revised Credit Agreement term and the First 

Amendment to loan Agreement and Aircraft Mortgage and Security 

Agreement (unexecuted copy) between CTT Group/Eqiiipment Financing, 
Inc. and Donald J. Trutp and affiliated entities, debt modifications 
for the Tnstp Palm Beaches (Marine Midland Bank) and Trunp Air/Dortvan 
Enterprises, Inc. related loans were agreed, and the Exhibit II was 
vpdated as follows: 

lander Restructure Terra (Monetary Only) 

Marine Midland o $1,000,000 tax reserve required 

CIT o Interest only payable quarterly until 

July 1, 1993 (thereafter principal and 
interest paid in accordance with amended 
amortization schedule) 

4. The closing of the Credit Agreement to reflect additional loan 
proceeds of $20.0 million and additional closing oosts of $5.1 
million. unpaid legal fees of approximately $7.7 million are payable 
periodically within one year. Additionally, the $3.0 million letter 
of credit is disclosed as drawn* 

5. The contribution from the Penn Yards 20% partner relating to real 
estate taxes is to be paid directly to the lender rather than Tnmp. 
The contribution required of the 20% partner nay be subject to 
uncertainty. 


In conjunction with the update of Exhibit II, we have not performed 
additional procedures ether than with respect to casino operations, in 
relation to tfiich limited analytical analysis and discussions with Casino 
managaoent were performed, and with respect to the other issues listed 
above, we held limited discussions or read the various related documents. 
The June 14, 1990 Report specified our engagement objective and the 

related limitations affecting the procedures performed. Neither our 
engagement objective nor the limitations affecting the procedures 
performed have been modified. 
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Conclusion 

Hie aocorpanylng updated Exhibit IX oust be read in conjunction with the 
June 14, 1990 Report (a copy of the related accountant's report is 

attached). Specifically, the June 14, 1990 Report discloeed the following 
caveats, limitations and uncertainties vhich continue to be appropriate 
and applicable: 

- caveats Section Limitations relating to specific issues 

which were not fully addressed. 

- Conclusions Section Specific limitations and uncertainties 

relating to value estimates, adverse 
publicity and projected Casino operations, 
Shuttle operations and "Poet Plan H results. 


The Business Plan budgets have not been undated for the continuing 
deterioration of global and local market eooncmic conditions. 


Vfe have no responsibility to further update the aoccrpanying Exhibit It 
for events and circumstances occurring after the date of this letter. 
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The Trumo Organization and 
The Relationship Bank Group 
(Consisting of: 

3ankers Trust Company 
The Chase Manhattan 3ank 
Citibank, N.A. 

Manufacturers Hanover Trust) 


At the request of Donald J.- Trump and The Trump Organization ("Trump"), we 
have performed certain procedures as enumerated herein, with respect to 
the Trump financial information listed on Attachment A. 

ENGAGEMENT OBJECTIVE 

The procedures were performed to assist Trump and the Relationship Bank 
jGroup in connection with the Trump debt restructure negotiations. 

This report is solely for the information of Trump and the Relationship 
Sank Group (and the other Trump direct lenders and loan participants) and 
should not be used by those who did not participate in the negotiation 
process. This report contains highly confidential and sensitive 
information which is vital to Donald J. Trump, Trump, and the collateral 
of the Relationship Bank Group and the other lenders. Dissemination or 
disclosure of any or all of the contents of this report could adversely 
affect these interests. The objective of our procedures was to provide 
financial information within an acceptable tolerance level and the time 
frame allowed to serve as a framework for negotiations between Trump and 
the Relationship Bank Group. As a result of the time constraints 
resulting directly from Trump's financial obligations, the procedures 
performed were limited, During this period, we met periodically with the 
Relationship Bank Group, both individually and collectively, at which 
times we provided and discussed draft preliminary financial data, 
integrated their comments and recommendations into our process and shared 
information. Further, during this process, we began similar discussions 
with other direct lenders. The financial information and disclosures 
Included In this report supersede all previously distributed data, 
including projected cash flow information distributed on June 2nd and June 
7th. 


CAiSAJS 

Notwithstanding the previously mentioned limitations with respect to our 
overall procedures, the following issues, in particular, could not be 
fully addressed: 
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CAVEATS (CONTINUED) 

- final quantification of Ta; Mahal Casino Resort contractors' 
tayables and determination of related payment plan 

- full evaluation of the amounts and aging of trade and other accounts 
payable a: the various properties and entities 

- legal ability of Taj Mahal Casino Resort to pay management fees to a 
Trump affiliate on a monthly oasis 

- quantification and legal analysis of contingent liabilities, 
including litigation, marital issues, letters of credit and Donald 
J. Trump's personal guarantees 

• quantification of liabilities and contingent liabilities relating to 
Ameis J olland 3.V. (tne boat yard) 

- federal and state income taxes - neither the List of Assets nor the 
Pre-Plan Budget/ Post-Plan reflect income taxes, particularly the 
estimated taxes, if any, relating to the differences between the 
estimated asset values and the estimated currenc amounts of 
liabilities and their tax bases. 


PROCEDURES PERFORMED 

A summary of specific procedures performed is presented in the addenda 
section to this report. 


CONCLUSIONS 

3ecause the procedures described in the addenda section do not constitute 
an examination of prospective financial information (Pre-Plan Budget and 
Post-Plan) in accordance with standards established by the American 

Institute of Certified Public Accountants, we do not express an opinion on 
whether the prospective financial information is presented in conformity 
with AICPA presentation guidelines or on whether the underlying 

assumptions- provide a reasonable basis for the presentation. 

Additionally, no opinion is expressed with respect to any historical 

financial Information. 

Schedule I, Donald J. Trump - List of Assets, includes estimates of 
property and entity values which are based upon different valuation 
methodologies and, in selected situations, are presented either net of 
arbitrary decreases or in a range. Our procedures were not sufficient to 
enable us to form any conclusions with respect to value. A further 
discussion of the various valuation methodologies, approaches and 
limitations is presented m the procedures addendum to this report. 
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CONCISIONS (CONTINUES) 

In connection with the procedures, subject to the limitations and caveats 
referred to above, no matters came to our attention that caused us to 
oeiieve that the financial information should be adjusted in order to 
provide a framework for negotiations between Trump and the Relationship 
3ank Group within an acceptable tolerance level and the time frame 
allowed. The financial information assumes Trump will continue as a 

goir.g-corcerr . Unless a debt restructuring agreement is reached with 
substantially all of the lenders, it is probable that most of the 
prospective financial information will be materially and adversely 
effected. Also, because of the circumstances and attending publicity, it 
is possible that there may be material adverse changes even if substantial 
agreement is reached (i.e. revenue reductions, litigation, payables 
compression, etc.). Had we performed additional procedures or had we made 
an examination of the financial information in accordance with standards 
established by the American Institute of Certified Public Accountants, 
matters might have come to our attention that would have been reported to 
you. Furthermore, there will usually be differences between the projected 
and actual results, because events and circumstances frequently do not 
occur as expected, and those differences may be material. Specifically, 
the Pre-Plan Budget and the Post-Plan analysis through April 1991 are 
subject to the following significant variances: 


d escription 


Explanation 


Taj Mahal Casino The Taj Mahal Casino Resort began operations 
Resort on April 2, 1990. Accordingly, sufficient 

comparable historic market and property 
operating data is not available to provide a 
basis of comparison to budgeted estimates. 


Trump Shuttle Trump has adopted a revised business plan of 

cost reductions and revenue dlversificat Ion 
intended to achieve substantially a "break- 
even” after senior debt service and capital 
expenditures. The Trump Shuttle has 
historically experienced significant losses 
(including funding of capital expenditures) 
and has not, to date, achieved the business 
plan objective. 


Casinos 

< including Trump 
Plaza Hotel & 
Casino, Trump 
Castle Hotel & 
Casino and Taj 
Mahal Casino 
Resort) 


The casino-’ revenues 
unpred ictao .<? variables 
criteria, including 
competitive position 
percentages. 


are subject to 
and statistical 
market growth, 
and M hold/win M 


4 - 
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Post-Plan TP.e ?ost-?l* 4 n analyses reflect the debt 

restructure agreement Tern Sheet, as of June 
*950 (Exhibit II reflects Tern Sheet, as 
of June 20, *990), projected caoital 

transactions and strategic operational 
modifications and goals. The realization of 
tr.ese projected cash flows from Trump's 
businesses and properties are subject to 
general market uncertainty. Additionally, 
the amounts reflected as strategic 
operational modifications and goals reflect 
a portion of Trump's upside budget 
scenarios. 

We have no responsibility to update this report for events and 
circumstances occurring after the date of this report. 


- 5 - 
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ATTACHMENT A 

Summary List of Financial Information 


PRIMARY FINANCIAL INFORMATION: 

- Donald J. Trump Pre-Plan Budget - Projected Cash Flow Activity for May 
’990 - April 1991 (’’Pre-Plan Budget”) - Exhibit I 

- Donald J. Trump Personal and Entity/Project Detail 

- Donald J. Trump Post-Plan Cash Analysis - Projected Cash flow Activity 
for May 1990 - April 1991 (”Post-Plan”) - Exhibit II 

- Entity Level Reserves 

- Debt Modifications 

- Credit Facility Revolver 

- Capital Transactions 

- Strategic Operational Modifications and Goals 

- Summarized Significant Assumptions - Donald J. Trump Pre-Plan Budget 
and Donald J. Trump Post-Plan Cash Analysis - Exhibit III 


SUPPLEMENTARY FINANCIAL INFORMATION: 

- Donald J. Trump List of Assets (including estimated values prepared 
under various bases) as of April 30, '990 - Schedule I 

- Donald J. Trump Debt Schedule as of April 30, 1990 - Schedule II 
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ADOENOA: PROCEDURES PERFORMED 
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INDEX TO PROCEDURES PERFORMED 

Description Page 

General ^ 8 

Debt Service 9 

Estimated Value 10-11 

Personal 12 

Aliban, Inc. (Trump Princess Yacht) 13 

Amels Holland 3.V. (The Boat Yard) 14 

Crystal Tower Associates (Trump Regency) 15 

Donvan Enterprises, Inc. (Personal Aircraft) 16 

East 61 Street Company (Rental Units) 17 

Trump Parc Condominiums and 18 

Park South Associates 

Penn Yards Associates (Lincoln West) 19 

Penthouse Land Parcels (Adjacent to Trump Plaza) 20 

Plaza Hotel - New York 21 

Tennis Club (Reg-Tru Equities) 22 

Trump Air 23 

Trump Plaza Hotel & Casino and 24-25 

Trump Castle Hotel & Casino 

Trump Corporation 26-27 

Trump Equitable Fifth Avenue Company (Tower) 28 

Trump Palace 29 

Trump Palo Beaches Corporation 30 

Trump Shuttle, Inc. 31 

Trump Taj Mahal Casino Resort 32 

Trump Taj Mahal Realty, Inc. (including 
and Trump Hotel Management Corp.) 

Trump West Realty Corporation (Trump Wilshlre) 33 
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GENERAL 

Read Donald J. Trump Statement of Financial Condition dated November 
30, 1989 and accompanyihg review report of Arthur Andersen & Co. 

Read Schedules of Donald J. Trump Cash Requirements through April 1991, 
including related summaries of property and entity activity and 
accompanying agreed-upon procedures report of Arthur Andersen & Co. 

Discussed these reports with Trump management and obtained a 
preliminary understanding of the business operations of the individual 
operating properties and entities 

Obtained the following historical data from Trump: 

- abstracts of debt agreements 

- most recent audited/reviewed annual historical financial statements 
on individual properties and entities 

- current interim financial statements (as available) 

- other relevant documents such as management agreements, indentures, 
appraisals, etc. (where pertinent sections were read) 

Prepared Asset Listing (Schedule I) based upon the above Information 
and procedures (Note: this schedule also presents debt and value 
information. Accordingly, see debt and valuation procedures) 

Met individually with the Relationship Bank Group and discussed 
financial information, related data, issues and potential restructure 
strategies 

Obtained from Trump, current budgets/cash flow projections from June ’ , 
1990 - April 30, 1991 for Donald J. Trump and all significant 
individual properties and entities 

Obtained a listing of cash balances from Trump at May 3*» 1990 for all 
operating properties and entities, which was compared to December 31* 
1989 balances and considered in the analyses of working capital changes 
in the Pre-Plan Budget 

Obtained concurrence from Trump management as to the Pre-Plan Budget 
and Post-Plan 

Met collectively with the Relationship Bank Croup and held various 
Individual meetings and discussions, to discuss the Pre-Plan 8udget and 
Post-Plan 

Read most current (as available) tax returns of Donald J. Trump 
(including 1990 tax projection), various affiliated partnerships and 
corporations and obtained a limited understanding of the current tax 
status 


. o 
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DE3T SERVICE 


PRE-PLAN BUDGET: 


- Read the following data: 

- Dreyer and Traub {"D4T"), counsel to Trump, memorandum (May 20, 1990 
draft and May 25, 1990 final re: estimated value, debt structure and 
financing restrictions on certain real and personal properties owned 
or controlled by Donald J. Trump) 

- DAT memorandum (January 3, 1 990 and updated at April 30, 1990 re: 
Trump transactions - maturity and expiration dates and business 
terms ) 

- Discussed and resolved with DAT significant discrepancies between DAT 
data and other relevant- information derived from various Donald J. 
Trump and Trump financial statements 

» 

- Prepared the Debt Schedule (Schedule II), which summarizes significant 
loan terms 

- Calculated debt service under the following scenarios: 

- that all principal and interest payments would be made on a timely 
basis as required by the agreements, to determine cash flow effects 

- that scheduled principal and Interest payments would be paid 
currently, as required, and that all loan maturity dates would be 
extended under the same loan terms for the purposes of the Pre-Plan 
Budget 

- Compared calculated debt service in the Pre-Plan 8udget with 
management’s budgeted debt service, and discussed significant 
differences with management 

POST- PL AN : 

- Calculated monthly Interest amounts subject to the interest moratorium 
as outlined In the Relationship Bank Group’s June 14, 1990 Term Sheet 
(Exhibit II reflects Term Sheet, as of June 20, 1990) 

- In connection with the provisions of this Term Sheet, presented amounts 
of Initial draw and related interest costs 


. o . 
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ESTIMATED VALUE 


Overview 

* 

Prepared Section A of Schedule I which presents three scenarios of 
estimated values for the individual assets indicated 

Disclosed to the parties at interest that these scenarios present 
classif ications of estimated value based upon different methodologies 
as discussed below 

Company’s Asset Values 

- Noted that Trump's asset values were generally derived from Donald J, 
Trump's personal financial statement prepared as of November 30, 1 989 

Were informed by management that certain of— Trump's estimated values 
include premiums for various trophy characteristics 

• Noted, based upon discussions with management, that certain of Trump's 
values were adjusted for certain market conditions and events since the 
November 30, 1989 Donald J. Trump Statement of Financial Condition 

Correlated Trump's value of the Pla 2 a Hotel to the outlined terms of a 
previous potential transaction 

Were informed by management that Trump's value of the Grand Hyatt was 
based upon Trump’s understanding of the value conclusion of a current 
lendor commissioned appraisal 

Going Concern Market Values 

Disclosed to the parties at interest that Going Concern Market Values 
represent preliminary estimates of potential value ranges 

Similarly disclosed that, except as discussed below, these estimates 
were developed by Kenneth Leventhal 4 Company based upon certain 
analytical tests including discounted cash flow analyses and 
correlations to selected available comparable sales data 

Further disclosed that these analytical procedures were not sufficient 
to conclude as to either values or a range of values but were performed 
in connection with the preparation of a framework for negotiations and 
discussions with lenders 

Excluded, from these preliminary estimates of potential value, premiums 
for trophy characteristics, discounts for short-term dispositions, and 
the effects of adverse publicity or other negative events 

ShortVTerm liquidation Values 

• Obtained ranges and indications of Short-Term Liquidation Values from 
various lender representatives within the Relationship Bank Group 
during ongoing discussions 
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ESTIMATED VALUE (COMTINUED) 


Specific Assets Valued At Cost 

Indicated the Going Concern Market Value of certain assets at cost, 
reported by Trump, as discussed below 

* Presented the value of the Taj Mahal at cost because of the lack of 
both an operating history and estimable operating expenses on a 
continuing basis 

- Presented the value of the Trump Regency at cost because the premise of 
value, either under a sale to a tnird party for future casino operation 
or as an operating hotel, was not subject to analytical estimation 
within the time frame 

Presented the value of the land parcels adjacent to and under the Trunp 
Plaza and adjacent to the Taj Mahal at cost due to the lack of 
sufficient data to correlate value to comparable land sales 

Other Valuation Approaches 

Developed estimates of the Going Concern Market Value of the following 
assets as explained below: 

Valued the Trump Shuttle *ased upon arbitrary deductions from 
acquisition cost to reflect continued operating losses through May 
1990 and effects of Pan Am ' 3 announced plans to sell its shuttle 
operation 

Noted that Trump intends to implement certain operational 
changes, including cost cutting measures, which would effect 
valuation analyses at currenc operational levels 

Further noted that the extent and timing of these operational 
improvements is not estimable at this time 

Valued both helicopter Air Services and Trump Plaza of the Palm 
Beaches based upon the respective balances of outstanding debt less 
the personal guarantees of Trump 

Valued land at Penn Yards based upon discussions with Trump’s 
counsel and management regarding potential rezoning, an estimated 
value per F.A.R. square foot assuming a re 2 oning and a discount for 
rezonlng risk 

Valued personal residences in aggregate based upon the amount 
presented in Donald J. Trump's Statement of Financial Condition 
dated November 30, 1989 
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PERSONAL 


SALARY, FEES, INTEREST INCOME 
INTEREST ON PERSONAL CREDIT LINES(’) 
LECAL/3USINESS AND CHARITABLE CONTRIBUTIONS 
PERSONAL AND HOUSEHOLD EXPENSES 


A* 


PPE-PLAN 3'JDGET : 

- Compared the monthly budgeted amounts with actual receipts and payments 
for both 1989 and the first four months of 1990 

- Discussed significant variations with Trump and correlated differences 
to Pre-Plan Budget 


POST-PLAN - CAPITAL TRANSACTIONS : 

- Computed monthly interest savings for Bear Stearns resulting from the 
projected sale of Alexanders stock at outstanding debt amounts 


(1) Note: See Debt Service Procedures 
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- Discussed, with management, plans, including estimated timing and 
amounts, for disposition of the yacht and for lower levels of operating 
expenses 

- Computed monthly cost savings from reduced levels of both personal and 
Trump Castle use, based upon discussions with management 

POST-PLAN - CAPITAL TRANSACTIONS : 

- Computed cash flow from assumed sale of yacht at a gross price of 
$70,000,000, net of debt as an adjustment to the Pre-Plan Budget 

- Calculated remaining operational monthly savings as a result of this 
projected capital transaction 


• 13 ■ 


244 




MELS HOLLAND B.V.fThe Boat Yard) 


PRE-PLAN BUDGET : 

- Discussed, with management, the status of boat yard shutdown, including 
commitments and contingencies 


Read memorandum from foreign correspondent which summarized related 
status and outstanding issues to be addressed 
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CRYSTAL TOWER ASSOCIATES (TRUMP RECENCY) 


PRE-PLAN BUDGET: 

- Read the monthly budgets for the twelve month period from June 1990 - 
Kay 31 » 1991 prepared by the Trump Regency management in May 1990 

- Adjusted the June 1990 Trump budget downward to reflect both 

seasonality differences and the ongoing renovation to estimate the 
revenues and expenses 

- Used respective monthly amounts for May and June 1990 Pre-Plan Budget 

- Assumed a net lease arrangement, beginning July 1, 1990 between the 

Trump Regency and the Trump Plaza Hotel & Casino, to provide a monthly 

net cash flow equal to 50* of the Trump Regency's debt service for the 

next twelve months (751 of debt service for the subsequent twelve month 
and 100> of debt service thereafter) 
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PRE-PLAN BUDGET: 

- Analyzed monthly Atlantic City market data on casino win to estimate 
the seasonality trend of the market 

Applied these seasonality trend factors to Donvan's annual budgeted 
revenues for 1990 and *991 to calculate monthly revenue estimates 

- Adjusted the 1990 and ’991 budgeted expenses to derive monthly Pre-Plan 
3udget amounts 

- Discussed anticipated capital expenditures with management and 
reflected these discussions in monthly Pre-Plan Budget 

POST-PLAN - CAPITAL TRANSACTIONS: 

Discussed proceeds from assumed sale of 727 with management 

Computed related monthly expense savings 
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EAST 6 1ST ST3EET COMPANY (RENTAL UNITS) 

? 


PRE-PLAN BUDGET: 

- Discussed, with management, the mortgage receivable from the co-op 
association and were advised that the current face amount approximated 
$20,000,000 plus deferred interest of approximately $4,000,000 

- Discussed, with management, estimated monthly amounts of mortgage 
interest collections 

- Read Tramp’s operational schedule of unsold units, including the rent 
roll and maintenance costs, and correlated these amounts to the Pre- 
Plan Budget 

- Compared budgeted consulting fee expenses charged to allocated amounts 
from Trump Corporation's budget of corporate consulting fee income 

- Compared budgeted amounts with actual results from 1989 and the first 
four months of ’990 and discussed significant variations with 
management 


a 

t 
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TRUMP PARC CONDOMINIUMS AND 
PARK SOU?:-! ASSOCIATES 


PRg-PlAM BUDGET : 

- Read and discussed, with management , rent roll and vacancy projections 
for apartment building and commercial spaces 

- Discussed issues affecting potential co-op conversion of the 100 
Central Park South adjacent building with management 

- Correlated this revenue information to amounts indicated in the Pre- 
Plan Budget 

- Read and discussed Trump’s capital budget, including amounts and timing 
of capital expenditures 

- Correlated these discussions to Pre-Plan Budget 

- Read condominium sales contracts ( not ing -sales prices and unit numbers) 

- Discussed estimated future sales and the above sales contracts with 
Trump and correlated these discussions to Pre-Plan Budget 

- Read analyses prepared by the Relationship Bank Croup, related these 
analyses to budgeted amounts and discussed significant variations with 
both Relationship Bank Group and management 


• 1 8 * 



249 



- Discussed with management remaining interest reserve on mortgage loan 
and expenses for legal and other 2 oning process costs 

- Related these discussions to budgeted amounts 

- Compared budgeted amounts for payroll and consulting contract fee 
expenses from Trump Corporation' s budget of payroll and consulting 
contracts 

- Read the First Amendment of Limited Partnership Agreement of Penn Yard 
Associates and correlated key provisions to contributions required of 
20t partner and Donald J. Trump 
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PENTHOUSE LAND PARCELS 
(ADJACENT TO TRUHP PLAZA) 


PRE-PLAN BUDGET : 

- Discussed status, timing and corresponding costs of litigation with 
Trump and related these discussions to operating expenses 
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PLA2A HOTEL - NEW YORK 


PRE-PLAN BUDGET : 

- Read Trump’s monthly base and upside budgets for the calender year 1990 

- Analyzed management's monthly profit and loss statements for 1987, 
1988, 1989 and the first four months of 1990 

- Interviewed operating management as to budgets prepared, capital 
expenditures, and dates during which Plaza Hotel was under renovation 

- Discussed the following with operating management: 

- base and upside budget assumptions 

- timing of Plaza renovations completion 

- planned and required capital expenditures 

- required paydowns of accounts payable 

- Calculated increases in monthly operating revenue and net operating 
income ("NOI") in 1989, subsequent to significant renovations, as 
compared to corresponding months in 1988 

- Judgementally extrapolated these calculated effects of renovations to 
ail of 1989 as an analytical test of NOI for an entire renovated year 

- Used Trump's monthly base budget for Pre-Plan Budget 

- Computed monthly capital expenditures based upon required amounts 
provided by management and base FF&E reserve 

POST-PLAN - STRATEGIC OPERATIONAL MODIFICATIONS AND GOAL S: 

- Compared actual results for the first four months of 1990 to the 
operating management's base plan 

- Judgementally determined a Post-Plan NOI at an approximate mid-point 
between the base and upside budget levels 

- Judgementally allocated revenue increases and expense savings to each 
month from May 1990 through April 1991 
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TENNIS CLUB f REC-TRU EQUITIES) 


PRE-PLAN BUDGET : 

- Compared actual results for 1989 and the first four months 1990 to 
Trump's May 1990 - April 1991 budget 

- Discussed significant variations with management 
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TRUMP AIR 


PRE-PLAN BUDGET : 

- Analyzed monthly Atlantic City market data on casino win to estimate 
the seasonality trend of the market 

- Applied these seasonality trend factors to Trump Air's annual budget of 
revenues and expenses to calculate the monthly Pre-Plan Budget 

- Discussed anticipated capital expenditures with management and included 
discussed amounts in monthly Pre-Plan Budget 

POST-PLAN - STRATEGIC OPERATIONAL MODIFICATIONS AND GOALS : 

- Discussed plans to achieve "break-even" operations and timing with 
management 

- Computed monthly adjustments relating to Trump’s assumption as to 
''break-even" operations commencing as of October 1, 1990 


. D* . 
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TRUMP PLAZA HOTEL 4 CASINO 
AND TRUMP CASTLE HOTEL AND CASINO 


GENERAL PROCEDURES 'ALL CASINOS): 

- Obtained data from Casino Control Commission 

- Conducted telephone interview with Atlantic City Visitor and Convention 
3ureau 

- Obtained Trump survey of May gaming results in Atlantic City 

- Calculated growth rates in gaming activity from August - May 1989 as 
compared to April - May 1990 

- Prepared a limited market analysis of gaming activity and supply since 

1978 

- Estimated supply and demand balance for *990 and next ten years on a 
preliminary basis 

- Analyzed seasonal and monthly pattern of gaming activity in Atlantic 
City market over the last four years 

- Analyzed and compared summary revenue and operating expense levels at 
each Atlantic City Casino for 1988 and 1989 

- Analyzed table drop, slot handle, and related win for Atlantic City for 
each month in 1989 

PRE-PLAN BUDGET : 

- Read financial report to Casino Control Commission for 1988 and 1989 

- Read internal monthly reports for 1989 and assembled annual 1 989^ 
results by month 

- Reclassified monthly allocations of real estate taxes per Trump's 
budgets to adjust budgeted operating expenses 

- Obtained estimates from Trump as to timing and amount real estate tax 
payments 

- Computed NOI as % of gross revenue and N01 before real estate taxes as 
% of gross revenue 

- Calculated reduction In monthly budgeted revenues consistent with 
annualized market analysis computations 

- Adjusted monthly budgeted NOI Vs downward to approximate 1989 actual 
annual levels for Pre-Plan Budget 

- Applied adjusted monthly NOI Vs to adjusted monthly budgeted revenue 
and deducted estimated real estate taxes in months payable to calculate 
Pre-Plan 8udget operating Income 
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THUMP PLAZA HOTEL k CASINO 
AMD TRUMP CASTLE HOTEL AND CASINO ( CONTINUED) 


PAPUAN BUDGET ' CONTINUED) : 

- Correlated resulting annual NOI to other Atlantic City casinos' results 
for ’989 

- Deducted revised capital expenditures on a monthly basis as part of 
Pre-Plan Budget computations 

POST-PLAN - STRATEGIC OPERATIONAL MODIFICATIONS AND GOALS: 

- Calculated increase -n NOI as % of gross revenue between 1989 actuals 
and Trump’s revised budget 

- Uudgementaily determined to reflect approximately one half of this 
increase in NOI \ used in Post-Plan computations of expense savings 

- Distributed these calculated expense savings by month in proportion to 
Pre-Plan NOI 

- Correlated resulting annual NOI to other Atlantic City casinos’ results 
for 1989 


256 


TRUHP CORPORATION 


PRE-PLAN BUXET : 

3rd Avenue Shopping Center 

- Read the 3rd Avenue Shopping Center rent roll for the commercial space, 
the garage and both 163 and ’ 65 East 61 Street 

- Related this data to budgeted rental revenues 

- Read the master lease on the 3rd Avenue Shopping Center commercial 
space, garage and '63 and 1 65 East 61 Street and related this data to 
rent expense 

k 

- Read analyses of 3rd Avenue Shopping Center, and master lease prepared 
by the Relationship Bank Group, discussed these analyses with the 
Relationship Bank Group and related this data to revenues and expenses 
of 3rd Avenue Shopping Center 

Other Items 

- Read Trump's schedules of corporate payroll, consulting fees and entity 
allocations and related indicated expense allocations to other Trump 
entity budgets 

- Read the management agreements pertaining to Trump Tower, Trump Parc, 
Trump Plaza and Trump Plaza of the Palm Beaches and related this data 
to budgeted management fees 

- Compared revenues and operating expenses with the 1989 and first four 

months of 1990 actual results and discussed the significant variations 
with Trump 

Trump Sharing of Hvatt Incentive Management Fee: 

- Obtained and read property budgets prepared by Hyatt 

- Obtained and read draft annual reports of both Regency Lexington 

partners and accounts maintained by Hyatt 

- Obtained and read Hyatt management contract, participating incentive 

fee sharing agreement, ground rental agreement and partnership 

agreement 

- Analyzed 1988 and 1989 operating performance, financial information and 
distribution to partners 

- Analyzed furniture, fixture and equipment reserve for replacement, base 
management fee and incentive management fee computations for 1988 and 
1989 
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TP'JMP CORPORATION (CONTINUED! 


T rump Sharing of Hyatt Incentive Management Fee (Continued): 

Analyzed year to date performance of Grand Hyatt through April 30, '990 

Correlated historical occupancy and average rate performance of Crand 
Hyatt to our data ba_se on Manhattan hotel market 

Estimated future occupancy and rate performance of Grand Hyatt 
consistent with this market study 

Calculated future net operating income at historical percentages 

Assumed, for purposes of prospective computations, that debt maturing, 
in ’9V would be renewed at existing debt service levels 

Calculated Trump share of estimated future incentive management fee 

Estimated no distributable cash flow to partners, after debt service, 
ground rent payments and management fees, through April 30, 1991 

Correlated these calculations to Pre-Plan Budget 
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THUMP EQUITABLE FIFTH AVENUE COMPANY (TOWER) 


PPS-PLAM BUDGET : 

- Read the Trump Tower Qffice/Retai 1 First Mortgage Financing 
Confidential Placement Memorandum prepared by 3ankers Trust Company 

- Read the w ay ’0, ’990 rent roll prepared by 3ankers Trust Company and 
related to rental revenues 

- Read selected leases and compared the terms of these leases with the 
terms shown on the rent roll 

- Voted that estimated revenues (Pre-Plan Budget) do not include lecse 
income for space occupied by Trump 

- Discussed with management, the Bonwit Teller lease buyout and the terms 
of a lease that :s currently being negotiated on the Bonwit Teller 
space 

- Computed the decrease in budgeted monthly revenues from July 1990 for 
the Bonwit Teller buyout and related the projected buyout payment to 
Trump's May actual results 

- Noted that proposed terms of a lease on the Bonwit Teller space reflect 
free rent through June 1991 and ! 00i funding of tenant improvements by 
lessee 

- Read Trump's capital budget and discussed the components of the capital 
expenditures with operating management 
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TRUMP PALACE 


PRE-PLAN BUDGET : 

- Read -wo projection scenarios developed by Trump as follows: 

- Scenario * - "No Sales Beyond Those Units Sold as of May 22, 'WO'' 
( 7 5 -nits pre-sold) 

- Scenario 2 - "The Building will be 50% Sold by ^ 2 / 3 1 / 93 and 50% 
Rentals" 

- Read selected sections of the Offering Plan, including First and Second 
Amendments 

- Calculated the per square foot dollar amounts of both the original and 
ar.e-ted asking prices and the projected rental rates for each unit and 
compared to available comparables 

- Analyzed 75 sales contracts in terns of timing, prices and types of 
units sold 

- Obtained and discussed key assumptions with Trump 

- Modified selected key assumptions of Trump 

- Obtained and read revised monthly construction budget 

- Used Trump construction budget to calculate interest payments (We were 
advised that the construction loan is sufficient to cover "hard” and 
"soft" costs and to provide an interest reserve through October 7 99 1 , 
based upon Scenario ') 

- Calculated projected cash flow (through October 1991) assuming the 75 
residential units would close and 208 units would be available for rent 
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TRUMP PALM BEACHES CORPORATION 


PRE-PLAN! BUDGET : 

- Discussed marketing plan, status of sales and level of operating 
expenses with management 


POST-PLAN - STRATEGIC OPERATIONAL MODIFICATIONS AND GOALS : 

- Trump will negotiate with lender to achieve deed-in-lieu with payment 
of personal guaranty deferred beyond April *991 
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TRUMP SHUTTLE, INC, 


PRE-PLAN 3UDGET : 

- Read Trump's 1990 monthly operating budget which indicates 

substantially a "break-even" after payment of senior debt service and 
capital expenditures 

- Read Trump’s detailed monthly capital budget for June - December 1990 
and for 1991 

- Discussed budgeted capital expenditures related to regulatory 
requirements and deferred maintenance for June - December 1990 and 1991 
with operating management 

- Discussed 1989 and first 5 months 1990 capital expenditures with 
operating management and related these amounts to future budget 

- Discussed the following documents with operating management which 
indicate Trump's plans for increasing charter revenues, cutting weekend 
scheduling and reducing payroll: 

- May 1990 Dally Operations Performance 

- May 22, 1990 Revised Budget 

- May 22, 1990 Revised Capital Budget 

- ’990 and 1991 Revised Budget Assumptions 


POST-PLAN - STRATEGIC OPERATIONAL MODIFICATIONS AND GOALS: 

- Discussed management's plan to institute "no frills" program by October 
1, 1990 

- Computed adjustments related to monthly Strategic Operational 
Modifications and Goals 
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TRUMP TAJ MAHAL CASINO RESORT 
(INCLUDING TRUMP TAJ MAHAL REALTY. INC. 

AND TRUMP HOTEL MANAGHENT CORPORATION) 

PRE-PLAN BUDGET AND POST-PLAN: 

- Interviewed selected casino personnel as to slot operations and bus 
programs in April and May 1990.. 

- Obtained, read and discussed schedules of capital expenditures with 
operating management 

- Obtained, read and discussed schedules of estimated payments to 
contractors by month in respect of amounts owed as of May 31, 1990 

- Reclassified monthly allocations of real estate to adjust total 
operating expenses 

- Obtained estimates from Trump as to timing and amount of real estate 
tax payments 

- Utilized budgeted revenues, adjusted operating expenses, and estimated 
real estate tax payments to calculate operating income by month 

• Utilized estimated payments to contractors and capital expenditures 
provided by Trump in Pre-Plan Budget 

- Adjusted May 1990 revenues and expenses for both effects of Elton John 
gala and budgeted slot win, using management’s data, to reflect gaming 
activity as if at "normal" capacity and "normalized" use 

- Calculated indicated bottom line margin from Kay 1990 revenues and 
expenses, as adjusted, as an analytical test 

- Annualized gaming win and gross revenues using market wide percentage 
of May win to annual win 

- Applied bottom line $, as adjusted above, to annualized revenue 

- Compared this calculated bottom line to budgeted NOI as an analytical 
test 

- Used Pre-Plan Budget as Post-Plan owing to lack of operating history on 
Taj Mahal 

Trump Hotel Management Corporation 

- Read provisions of management contract with Trump Hotel Management 
Corporation and calculated amounts of management fee income on a semi- 
annual basis 

- Assumed monthly payments of lower management fees for Pre-Plan Budget 
purposes based upon discussion with Trump and lenders. 
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TRUMP WEST REALTY CORPORATION (TRUMP WILSHIRE) 


P 0 £-?L AM BUDGET : 

- Read the Partnership Agreement of Trump Wilshire Associates and related 
terms to monthly budgeted revenues 

- Read Trump’s computations for planning/deveiopment fees and projected 
mortgage placement fee 

- Compared these computations with budgeted fee income 

- Read and discussed Trump's budgeted capital expenditures, and 
entitlement timing with operating management and correlated the results 
of these discussions to capital expenditures budgeted 
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EXHIBIT I: OONALD J. TRUMP 

PRE-PLAN BUDGET 

PROJECTED CASH FLOW ACTIVITY FOR 
MAY 1990 - APRIL 1991 
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10 

■ ■uaoooil 

SO 
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Mf-riM auDCCT 


ilTllf M: 1*t*N fUU ASSOC. AM T*U» 
ASttl MAM: lAW 9UUA CAS I BO 


UMIUI 

flKUIIK IVUUI 
MAS CSIAII TAXIS 

owuriM mow aossi mini 

out UAvict 4 capital uvdnuum 

NIT SUVICI: 

UMI - HI AttACMA 
NIICITM. 

INTIRCST 

CAPITAL (MMIKAIt 

Of Nit ASCII ATS (UKHfS) 

CAM HOU Nl« TO OUISIM MlAlCIK, 
CH«fH IN WMCINA CASUAL, AM 
I.J.? OQATAIMtlOBS (OISTRIIOTIOnS) 

OUT SIM I IHAMC1M OllAlNI 

CAAACIS II UONINt CAPITAL: 

U*I/(llCMAS() Of LlOUIO ASSfTS 
UP AIAUCTIOMS 

l.j.1. OMTHlUfUM (BIITSIBUTIOM) 

Mtt CAM fiOU 


MM» j. imm 

MOJtCTfA CAM flOll ACT I VI IT IN MAT 1990 • ANIL 1991 
(000) Ml TIU 
(UWAIIII) 

ALUA MAIN 


■AT 

INO 

III 

mt 

1990 

MJC 

1990 

tor 

1990 

0C1 

1990 

MOW 

1990 

IOTm IN B 
MC MONTH (Ho 
1990 MC. 1990 

JAM 

1991 

IC* 

1991 

NAICM 

1991 

TOTAi IN 4 TOTAL IN 12 
AMU MONTH (MCA MONTH CMC* 
1991 AM. 1991 AM. 1991 

121,10* 

*21,231 

*34,0*9 

*33,34* 

S30.1O7 

*20.750 

927,304 

*22,0*5 

1232,000 

124,003 

124,437 

*27.000 

*24,9*1 

*102.221 

*334,229 

U2.709> (21.424) (22.5*4) (22,4*1) (22,003) (21.101) (20.7*2) < 19.714) 

(173./04) 

(20,707) (19, *72) (20,973) (20,310) 

(*1,0*2) 

(255.544) 

0.300) 

S 

0 

(1,100) 

0 

0 

0.500) 

0 

(4.500) 

0 

(1.331) 

0 

0 

(1.551) 

(4.051) 

3,197 

4.»7 

11,4*1 

9,1*5 

*,104 

*.957 

5,044 

2.329 

53.004 

4.09* 

3,234 

*.*27 

4.451 

10,00* 

72.412 

(1.4*4) (192) 

(204) (14,243) 

092) 

(194) 

(192) 

(192) 

(192) 

(190) 

(192) 

(109) 

(192) (192) 

(1*7) (14,274) 

(3.230) 

(33.713) 

(192) 

(1*4) 

(192) 

(1*2) 

(192) 

(1*1) 

(192) 

(1*0) 

(74*) 

(727) 

(3,99*) 

(34.440) 

0.099) 

(400) 

(400) 

(400) 

(400) 

(900) 

(900) 

(921) 

(3,420) 

(300) 

(300) 

(300) 

(500) 

(2.000) 

(7.420) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

70S 

(10,044) 

10,601 

*,401 

7,322 

5.47* 

3.7*5 

(15,050) 

11.441 

3,220 

2.3*0 

3.954 

3,779 

15,313 

24.734 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

(70S) 

0 

10.044 

0 

(10.491) 

0 

(*.401) 

0 

(7.322) 

0 

(3.474) 

0 

(3.7*5) 

0 

35.05* 

0 

0.339 

0 

(3,220) 

0 

(2.3*0) 

0 

(5.954) 

0 

(3.779) 

0 

(15.313) 

0 

(4,754) 

0 

0 

0 

0 

0 

0 

0 

0 

(20.000) 

(20.000) 

0 

0 

0 

0 

0 

(20.000) 

M 

so 

so 

so 

10 so 

10 

SO 

to 

SO 

so 

90 

*0 

10 

10 
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W fU« WDCCf 


OQOALO 4. IW# 

MOiCCTU CAW HOW ACT I VI IT KM MAT TWO - ANIL 1991 
(OOOl 0MII1C0 
(UWUOiTSOl 


|MT ITT MAN: IM9 PLAZA AI10C. AMO TAUMP 
AWf 1 MAM; lOUT PLAZA CASINO 

PLAZA IUMOIOO 

MAT 

1900 

AIM 

1990 

Ml 

1990 

AMO 

1990 

OfPI 

1990 

OCT 

1990 

MOV 

1990 

TOTAL POO • 
OCC NOMTM CNOCD 
1990 OKC. 1990 

4AM 

1991 

1(0 

1991 

MUCH 

1991 

TOTAL 
AMU Mitt 
1991 AM. 

POO 4 TOTAL POO 12 > 
(MU MOBtOO (MO ' 
1991 AM. 1901 

out uniu : 

LOAM 1 * HAAtAM'S lU.tll 

Ml MCI PAL 

(41,404) 

00 

00 

00 

00 

00 

00 

00 

(*1.494) 

SO 

TO 

00 

•0 

00 

(01.404) 

lOlCMlT 


(U0> 

(120) 

(120) 

(120) 

(120) 

020) 

(120) 

(947) 

(120) 

020) 

020) 

020) 

(400) 

0.447) 

LOM 2 - VAAIQUO MMMlf MIC* 09.215 

Ml MCI ALL 

(1921 

(1921 

(192) 

(192) 

(192) 

(192) 

(192) 

(192) 

0.514) 

(192) 

(192) 

092) 

(192) 

040) 

(2.504) 

IMIUttT 

LOU J • 12 4 r/tt MMOTUUO 0250.000 

cm 

(75) 

(74) 

(72) 

(70) 

(49) 

(47) 

(44) 

(570) 

( 

(44) 

(42) 

(41) 

(40) 

(247) 

(017) 

Ml MCI PAL 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0* 

• 

I01CM0T 

0 

(14.000) 

0 

0 

0 

0 

0 

(14,000) 

(52,174) 

0 

0 

0 

0 

0 

(52.174) 

TOTAL Ml MCI PAL 

(01.00A1 

(0192) 

(0192) 

(0192) 

(0192) 

(0192) 

(0192) 

(9192) 

(05,250) 

(0192) 

(0192) 

(0192) 

(0192) 

(0740) 

(05.900) 

lOWOMlMi 

TOTAL IMlUItl 

(02041(014,205) 

(0194) 

(0192) 

(0190) 

(0109) 

(9I07)(C14,274) 

(055.715) 

(0104) 

(0102) 

(0101) 

(0100) 

(0227) 

(054.440) 

iOOOOOOOH 


IQ— to— ■ 

MOOMOOO 

0090 ■»■■■! 


k«M •OUHOIOUIOW 


OOIMUIIB 


IMtlMOAIOIIBia 


IMUUUUH 
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i pm plan auMfi 

00HA10 J . lt\MP 

Ptoxcuo cash non ac 1 1 vi i t rat my 1990 - tnu w> 
(000) ONI I 1(0 
(URALOI 1(0) 

(Hi |If UM: I tit* SHUtHf INC 
ASM I MM: tllUK SHU MU 



MAY 

wo 

M 

199* 

JULY 

1990 

AUC 

1990 

*IPI 

1990 

OCT 

1990 

ii 

101 al 101 e 
MC NOHIHS (HOLD 
1990 MC. 1990 

JAN 

1991 

1(0 

1991 

MAICH 

199) 

IOIAL rot 4 101 AL lot 12 
APfU NOHIHS (HOC* NONIRS (NPCO 

1991 APt. W1 APt. 1991 

NtVtHUCS 

010,051 

S15.S11 

*15.5*2 

015,5*4 

014.5*7 

*17,572 

11*. 055 

*15.5*0 

*129.140 

*14.405 

115,405 

*10.224 

110.505 

•40,701 

*197.069 

OPfOAflNC (APIhUS 

(15,150) (15,4*1) (15,200) 05.052) 

(15,742) 

(15.492) 

(15.472) 

(15,542) 

(100.592) 

05.400) 

02.074) 

(14.047) 05.441) 

(54.104) 

(142.574) 

•(Al (SIAM YAMS 

0 

• 

• 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

opi oai inc ptorn aots) Mine 

0(01 UOVlCf 0 CAPI f At (HPiMI lutes 

2,121 

2.550 

2.00* 

2.547 

2,025 

5. *00 

5,1*1 

2.02* 

20,7/4 

5,005 

2,409 

4.159 

4.4*4 

14.517 ' 

55.295 

Of 01 SIOVICC: 
lOAN 1 ■ {III ■ 0245,000 

PRINCIPAL 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 . 

0 

INtlMSI 

(2,2*9) 

(2,212) 

(2,212) 

(2.212) 

(2.212) 

(2.212) 

(2.212) 

(2.212) 

(17.775) 

(2.212) 

(2,212) 

(2.212) 

(2.212) 

(0,040) 

(26.421) 

CAPIIAI (iMHOIIUtfS: 

MUAAIONY OCaUIUNfHIS i DOCOMO NAIHIIHANCE 

0 

0 

0 

(400) 

(000) 

(45) 

(122) 

(122) 

0.409) 

(2.251) 

(590) 

(2.251) 

(2.569j 

(7.469) 

(0.950) 

01 Hit 

(2.190) 

0 

(200) 

(200) 

(200) 

(200) 

(200) 

(200) 

(5.590) 

(200) 

(200) 

(200) 

(200) 

(000) 

(4.190) 

OINIO lit ‘.NWS ((SPINKS) 

0 

0 

9 

* 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

CASH MOW Pilot 10 0UISI0C MNAHCINC. 
ChAnUS IN wots INC CAPITAL, AND 

0.2. 1 CONIiltUIlOWf (01 Sit ItUII OHS) 

(2,554) 

15* 

(544) 

(2*5) 

(507) 

1.225 

*27 

(500) 

(1.074) 

0.570) 

(401) 

(504) 

017) 

(2.400) 

(4.47*> 

OUISIM riHANCINC OOIAIHSO 

0 

• 

S 

0 

0 

0 

0 

0 

• 

0 

0 

0 

0 

0 

0 

CHANUS IN WOM INC CAPITAL: 

use /( iNCtf as() or uauio ask is 

(909) 

05*) 

54* 

2*5 

507 

(1.225) 

(427) 

500 

0.471) 

1.570 

401 

504 

117 

2.400 

1.129 

A/P ItMCtlONS 

0 

• 

• 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0.2.1. CONltlNUIlOtS (OISttlOUIIONS) 

5,542 

0 

S 

* 

0 

0 

0 

0 

5.547 

e 

0 

0 

0 

0 

5.547 

nci cash now 

SO SO 
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M 
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SO 
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so 
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1) SUM UIIMlII Ml tH twill I0USI AM) Cl I IOANN 

which trait in a pay uk or ima. i.n nut 
200 oasis points on s iso, ooo. ooo or com i. 

2) uaiiAiaNT ofauiMMHts roo m riost rauo months or 1001 

A0( SUOJCCI 10 A tflMutUMHI YtCM (AStCON AIIUNCS UP TO 25 

A miWN or 05.555 niuiqn rat Maui mo iiaci til wshkiys. 
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Mttl 


cm itt mm-. i* urn taj nabal atocuna 

UUI MM: IMUV TAJ MABM CAS 1 BO 


0PC4AIIBG IVTIMS 

ACM CSTATC TAMCS 

OKlAflK mot 1 1 (LOSS) MfORC 

DCtf SCAVICC A CAPITAL (VTSiTtATt 

MAT SCAVICC: 

AOH» • UK - 1475,000 
pa I MCI pal 

imcacsr 

LOAN \ ■ MI WIST • AM, MO 
PA | ac I pal 
lATCACST 

CAPITAL CAPCNOIIUtfS 

OTat* ICCXIPTS (IlfflUl) (1) 

CASa fLOU PA 10* TO OUTSIAC PIBANCIBC. 
Ciuacts ia vottiac capital, amp 
A.J. r CQaTAlAUf lOaS (OIATIIAUTIOH) 

OUTflOC PIAAMCiaS OATAIUCO 

caAACCS ia yauias capital : 

USf /( IBCAf ASA ) OP LIOUIO Assets 
A/P ACOUCTIOIS • COSTUpOM PATMKMTS 

A.J.T . COAIAIAUT lOaS (OISICIMITIOW) 

MKT CASA TLOU 


MOHS : 


aomlp j. rauv 

P00JCCTO CAM PLOU ACTIVITY TOC NAT 1990 - AMU 1991 
(000) OMTTKA 
(UMAIfit) 


NAT 

19M 

II! 

JULT 

1990 

AUt 

1990 

SCPf 

1990 

OCT 

1990 

MOV 

1990 

OCC 

1990 

total tom 4 

MONTHS CHOCO 
4CC. 1990 

JAM 

1991 

#ca 

1991 

MMCa 

1991 

AMIL 1 
1991 

101*4 FOB 4 TOTAL KM 12 

NQaias caoco m»irs »«if 
AM. 1991 am. 1991 

144,411 

■49.419 

*59.224 

141,714 

*50.442 

*50.422 

444,110 

*17,427 

>400,411 

459.140 

*41,107 

*45.414 

*49,9*2 

•174,047 

*574.471 

O4,40A> cn.201) (14,111) 04,449) (34.429) (ll.SSl) ( 11,094) <10.752) 

(244.957) 

(11.010) (11,314) (12,151) (31,154) 

(127.451) 

(194.404) 

0.447) 

• 

0 

(1.447) 

4 

0 

(1.4*7) 

0 

(IT, 041) 

0 

(1,447) 

0 

0 

(1.447) 

(U.744) 

4,31* 

14,414 

24.195 

21.554 

it.ai 

17.049 

11.527 

7,075 

120.591 

9.310 

4.244 

13,2*7 

14.424 

44,729 

145,122 

0 

(47.250) 

0 

0 

0 

0 

0 

a 

0 

0 

0 

0 

0 

(47,250) 

0 

0 

0 

(94.500) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

(94,500) 

(7.431) 

(1,111) 

0 

0 

0 

0 

(2,412) 

(1.241) 

0 

0 

0 

0 

(2.412) 

(1.174) 

0 

0 

(7.495) 

(1,710) 

0 

0 

(2.4J2) 

(1.105) 

0 

0 

0 

0 

(2.412) 

€1.105) 

(10.527) 

(4,435) 

<4l4> 

(1,114) 

(1.142) 

(400) 

(400) 

(400) 

(750) 

0 

(5.260) 

(150) 

(150) 

(150) 

(150) 

(400) 

(5,440) 

(742) 

(742) 

(414) 

(742) 

(742) 

(414) 

(742) 

(742) 

(4,124) 

(744) 

(744) 

(744) 

(744) 

(2.992) 

(9.114) 

(44,012) 

14.142 

22.417 

14,141 

14.491 

15,431 

(41.021) 

4.311 

1.044 

7.452 

1,451 

12.149 

15,92* 

17.400 

40,444 

0 

0 

0 

0 

4 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

50,97V 

(7.927) 

(7.145) 

(7.197) 

(10,714) 

(11,441) 

(15,101) 

(1.240) 

(11.525) 

0.14*) 

(14.209) 

(1.424) 

42.254 

(1,217) 

(4.111) 

0 

24.144 

(29,272) 

(7,412) 

0 

(1.451) 

0 

(12,1*9) (15.928) 
0 0 

(17,400) 

0 

(11.212) 

(29.272) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

• 

to 

aaaaaaaaaa 

SO 

to 
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to 

*NOtf aas 

SO 
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SO 

so 
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SO 

10 

SO 
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*0 

■■94IS44A 

*0 

SO 
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Mf-PLAM MMil 


MMLD ). TM» 

MQJCCTD CAM HOi ACTIVITY K* MT - AMli 1991 
COM) Ml ITU 
fUlflOlTTTt 

MUTT MW; TAJ NAMAL MAC IT CO./raUM> MOTEL MQHI. COM. 

A1XST MW: LAM MKXI 10 I« TAJ NAMAL /HUM MTU WM. COMP. 



NAT 

1990 

II 

JULY 

tvw 

AUG 

two 

UP! 

two 

OCT 

1PM 

NOV 

1PM 

total rat • 

MC MONTHS CMCO 

1 PM occ. 1PM 

JAN 

1991 

TCI 

1991 

MAI CM 
1991 

TOTAL TOO 4 TOTAL TON 12 
AMU MONTHS (HU MONTHS MOM 

1991 AM. 1991 AM. 1991 

KTCMCI 

1742 

1742 

MSA 

•742 

•742 

MSA 

•742 

•742 

•4.124 

•740 

•740 

•740 

•740 12.992 

•9,114 

ortMiuo (tfuoi 

(00) 

(00) 

OOO) 

(04) 

(•A) 

(100) 

(OA) 

<0A) 

(07A) 

(92) 

(92) 

(92) 

(92) (SAO) 

(1.244) 

flCAL UTAH I Alii 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

OPERATING MOTH (LOU) if TOM 
•KOI KtVlCZ A CAPITAL DM»in«I 

ASA 

ASA 

ASA 

ASA 

ASA 

ASA 

ASA 

ASA 

S.24A 

ASA 

ASA 

ASA 

ASA 2.A24 

7.072 

MAI SERVICE: 

LOAM 1 • PIA1I riOiLltl in, 000 
NMINl 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

IMCAUT 

(ASA) 

(ASA) 

(ASA) 

(ASA) 

(ASA) 

(ASA) 

(ASA) 

(ASA) 

(S.240) 

(ASA) 

(ASA) 

(ASA) 

(ASA) (2.A24) 

(7.072) 

CAPITAL ElPCMlfUttS 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

or mi Maim cu»c«ui) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

CASH HOi MIO* TO aulSIOf TlNANClNC 
CMAOGKI IM HOMING CAPITAL, AM 
P.J.I COMTAIOUf IONS (DISTRIBUTIONS) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

OUTSIQC MNAMCIN6 (STAINER 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

CWAWEKS 10 1AMIM CAPITAL! 

OM/CIOCMAtt) or klAUll ASSK1I 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 

A/P ACOUCIKM 

0 

0 

0 

0 

0 

0 

- 0 

0 

0 

0 

0 

0 

0 0 

0 

O.i.I. CaoIRIOUTIOM (OlflUBJIiaa) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

A 

Ml CAM ILOU 

10 

to 

M 

•0 

so 

IMIMMW 

*0 

M 

M 

10 

M 

so 

is 

so so 
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infirv mhk: imm kit bcaltt caw 

**«? Mt MUtfIM 401 Cl 


■Mwn 

MUIIN C VC HUt 

mi IIMIK TAKtf 

on Katins moot (loss) MKXt 
•Ctl tttvia 4 OVIIM. (WWIIUMI 

Mil lUVia; 

MINIIM 

iniukst 

CAVIlAi (Wf«ll«fl 

oin(« Maim (ivtiiit) 
cam how mat to ours ioc mnancinc, 

CMANttt IN WOK1NC GWIIAL. AND 
4.1. T. CCMINIMTIOhI (NItlllMTIONt) 

aultiot flNANClNfi 0NIAINC4 

CkUtft IN UEMCINC CAAlfAL : 

UU/4IN0KAM) 04 UOUII AIM It 
A/4 UAXTKMf/dNCMLAttt) 

4*4.1. C0NT4I4UTI4NS (OllftlMTiaU) 

NST CAM how 


■Off; 


Mf'flAN IM(T 
MNAtO J. TMM4 

roojicrao cam how activity rot mat - amu mi 
( 000 ) autre* 

OiMMIM) 


NAT 

1990 

| n 

JULT 

1990 

AUS 

1990 

U4T 

1990 

OCT 

1990 

HOW 

1990 

OCC 

*.990 

TOTAL TON 4 
MONTHS CHOCO 
OCC. 1990 

JAN 

1991 

re* 

1991 

«AACN 

1991 

total tat a 

AMU ©ON (NS C«(0 
1991 AM. 1991 

TOTAL H» 12 

MNIN1 CISCO 
AM. 1991 

11.000 

04 

n 

15 

15 

15 

15 

15 

11.055 

15 

11.142 

•5 

45 

•1.192 

14.252 

0 

* 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

• 

0 

0 

0 

* 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4 

0 

Q 

1.000 

s 

5 

5 

5 

5 

5 

5 

1.055 

5 

1.142 

5 

5 

1,19/ 

*.212 

0 

0 

• 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4 

0 

4 

0 

0 

0 

0 

(100) 

(100) 

(100) 

(10C) 

(100) 

(100) 

(100) 

(100) 

(M0) 

(100) 

(100) 

(100) 

(100) 

(400) 

(1.200) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

2.900 

(95) 

(95) 

(95) 

(95) 

(95) 

(95) 

(95) 

2.235 

(95) 

1.042 

(95) 

(95) 

T97 

1.012 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

* 

0 

0 

© o 

0 

0 

0 

0 

0 

0 

0 

0 

o o 

0 

0 

o o 

0 

0 

9 

0 

0 

0 

0 

0 

0 

0 

0 

(2.900) 

95 

95 

95 

95 

95 

95 

95 

(2.215) 

95 

(1.042) 

95 

95 

(Z9Z) 

(1.012) 

10 

10 

M 

Sft 

lOOllONOOl 

tc 

•0 

10 

to 

mmummmm* 

to 

III— MM4M 

M 10 

IIMMMMUiauillf 

to 

10 

10 

10 


ICMUAAT 1991 iNCUOft A IX Iff KM niUCi PLACKMNT. 
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EXHIBIT II: DONALD J. TRUMP 

POST-PLAN CASH ANALYSIS 
PROJECTED CASH FLOW ACTIVITY 
FOR MAY 1990 - APRIL 1991 



I 


N1I KM CAM UAlHIS 
OOHAlO J. lAkMA 

MOJCCIfO CAM f LOW ACIIVITT KM HAT 1990 
<000*1 (Ml MU) 
(UMUBIKO) 


AMU 1991 


• AON (Hi 


(Mian ii 


4 aOmtbs 12 mill 



RAT 

•990 

il 

JUT 

1990 

Auafti umiou 

1990 1990 

OCTOftCR 

1990 

MMMU I 
1990 

MCtMftfl 

1990 

uoco 

12/90 

JAMJAAT 

1991 

KoauAOT 

1991 

HAACM 

1991 

**♦♦»*-»•* 

AMU 

1991 

e«*o 

4/91 

(MOW 

4/91 

wha» im t * CAM «A uaa 

A2A. 090 

(■9,833) (420.746) (1*3.332) (134,308) 

(163.467) (173.42)) <161. 3)0) 

(161.330) 

(179,104) 

(187.368) (190.783) 

(1106,046) 

(1106.066) 

(1106,846) 

will* LlVCl IIIIMI 
















ruu NOIIL 


(471) 

47ft 

0 

(MS) 

(2.013) 

(1.490) 

(4)2) 

O.000) 

3,866 

449 

0 

0 

4.)1) 

(483) 

IMT TOftl 


(419) 

419 

0 

0 

0 

0 

(133) 

(1)3) 

1)3 

0 

0 

0 

133 

0 

IU9 Mil III 


0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

! 

o 

8 

BJOtOTAA 


(197) 

•97 

0 

(04S) 

(2.013) 

(1,490) 

(303) 

(3. 133) 

3.999 

649 

0 

0 

4.440 

(483) 

OMAAim LOArtlAtai* 

0 

(09/> 

0 

0 

(843) 

(2.0)8) 

(4.348) 

0.133) 

0,133) 

0.134) 

(403) 

(40)1 

(403) 

(483) 

(483) 

CAM tAlAHCf - AlIW WHIT uvfl MUMS 

24.09ft 

> • • * • »•>••• 

00.732) 

(2ft. 746) 

(43.332) 

03.233) 

(66,323) 

(77.973) 

(46,491) 

(46.491) 

(80.320) 

(87.033) 

(99.270) 

(107,331) 

(107.331) 

(107.3)1) 


iCI ACOMPAHTIHO ACOOUHlMl't UKH1 


l 



UM tALMCt - AHfi (Ml | I t UUIVlt 

•fit NOOIfiCAlKMS 

• iiimir HOKArottuii 

•OHIO) Ufl • ttliu (YACHT) 

- bwsonal 


lAMUi IM1 - KltOHl 

• OfLCASC Of IMf MC COLLAtUAL 

• Miufii coHf./dOurafiuH) • arr 


CHAU - NW TUOi 

- 


CI11MMC • fltb NOTCL 

• ifliMp ttutnc 

- NISOMt (AiiJUMDf IS SlOCt) 

• 1BIHW 6ASC COLIAIUM 


*M> * CAT SI At tOhCAS 
* CAST 61 ST. 

- IAII SOUTH 

- BCiSQNAL 


MlOiAHTlC • BtMINGUSt fAICIU 
* fUSOHAC 


fliST f IDClIfV - TAJ MAHAL 

1MICUST NOUIOHILM SUilOIAL 

•CAL CSTATC TAMS f Alp |l UOMP UMOCHS 
MIOLAMIIC * MllHMi 
CHAM • MM TAHOS 


SUBTOTAL 

CuKAAflvt AOJUSIMUIS - Mil HOOlflCAHOMS 
CASH IA1MCI - AftfB (HT ITT LtVU KttlVTl AHO 

mbi ico m cat i cms 


POST -Bi AM CASH ANALYSIS 
OONALQ j. THUMB 

PtOJfCTfO Cash f LOU ACT [VI IT I OH NAT 1990 - AP6IL 1991 
(000'* CMIITCO) 

(UNAtOITfO) 


MAT JUMC 

1990 1990 

JULY 

1990 

AUGUST SfPTCNHtl 
1990 1990 

0CT06CI 

1990 

MMNttl 

1990 

OCCIMMH 

1990 

a months 

IMXD 

12/90 

JAMUAIV 

1991 

KMUAIT 

1991 

NAICh 

1991 

4 MONlHS 
AfHIl (HOiO 

199) 4/91 

12 nOnIn* * 
(N0<0 
*/*l 

(6107,351) 

124.0M (610.752) (626,766) (645 .552) 

(*55.233) 

(S66.525) 

(177.973* 

(*66,491 ) 

(*66.491) 

(660.320) 

(667,851) 

(699.270) 

(6107,3*1) (*107,351) 

>47 

79 

>46 

79 

545 

TV 

344 

79 

343 

TV 

342 

79 

341 

19 

2,408 

553 

340 

79 

119 

79 

316 

T9 

137 

79 

1.354 

316 

1,762 

669 

426 

425 

424 

423 

422 

421 

420 

2.961 

419 

416 

417 

416 

1,670 

4.631 

•54 

>,567 

• 

654 

0 

854 

4» 

0 

154 

0 

654 

0 

654 

0 

654 

0 

0 

5.978 

4,000 

0 

654 

0 

654 

0 

854 

0 

654 

0 

3.416 

0 

0 

9.364 

4.000 

0 

4.421 

854 

1.287 

654 

654 

654 

654 

9.978 

654 

854 

654 

•54 

3,416 

11,194 

156 

1.566 

156 

1,368 

156 

1.3*6 

156 

1,366 

156 

1,166 

156 

1.366 

156 

8.206 

1.092 

1,366 

156 

1.366 

156 

1.366 

156 

1.366 

(56 

5.472 

624 

13.660 

1.716 

156 

1,524 

1,524 

1.524 

1.524 

1.524 

1.524 

9.300 

1.524 

1,524 

1,524 

1.524 

6.096 

15.396 

0 

976 

962 

962 

962 

982 

962 

5.666 

9AA 

991 

996 

1.001 

3 974 

o AAO 

0 

1,153 

1,153 

1.153 

1.153 

1.155 

1,153 

6.916 

1.153 

U53 

1.151 

1*151 

4 6)2 

V , WNf 

\\ 5)0 

525 

525 

525 

525 

525 

525 

525 

3.675 

525 

525 

525 

525 

2.100 

5.775 

■ la 







0 


(1.929) 


(2.009) 

(3.936) 

(3.936) 

525 

2,654 

2,660 

2.660 

2.660 

2,660 

2.660 

16,479 

2.664 

740 

2.674 

670 

6,746 

23.227 

649 

331 

337 

342 

14 7 

353 

356 

2,717 

363 

361 

363 

363 

1,4*2 

4, 169 

107 

107 

107 

107 

107 

107 

107 

749 

107 

107 

107 

107 

426 

1.177 

166 

168 

166 

166 

166 

168 

168 

1.176 

166 

1A6 

166 

166 

672 

1 646 

>14 

314 

314 

114 

>14 

314 

314 

2,190 

314 

314 

314 

3)4 

1.256 

l]454 

1.236 

920 

926 

911 

956 

94 2 

947 

6,640 

952 

952 

952 

952 

3.606 

10.646 

>24 

>24 

>24 

324 

>24 

324 

324 

2.266 

324 

324 

324 

324 

1.296 

3 564 

56 

56 

56 

56 

56 

56 

56 

406 

56 

56 

36 

56 

232 

636 

>62 

562 

362 

362 

362 

362 

362 

2,674 

362 

362 

362 

362 

1.526 

4,202 

656 

656 

656 

656 

656 

656 

656 

4.592 

656 

656 

656 

656 

2.624 

7.216 

7.804 

7.415 

7.659 

7.430 

7.414 

• 7.439 

7.443 

52.624 

7.451 

5.526 

7.459 

5.454 

25.690 

78.714 



204 



204 


406 


204 



204 

612 


2.250 






2.250 

2.250 




2.250 

4.500 


2.250 

204 



204 


2.656 

2.250 

204 



2.454 

5. 1)2 

7.604 

17.469 

25.532 

32.962 

40.396 

46.039 

55.462 

35.462 

65. 163 

70.913 

76,372 

63.826 

63.626 

63.626 

*24.096 (*2,946) 

1*11,297) 

(616,020) 

(S22.27D 

(*26.129) 

(*29.9345 

(*11.009) 

(*11,009) 

(S15.U7) 

(614.940) 

(*20.896) 

(*23.525) 

(*23.525) 

(623.525) 


Mi A£C<MPA*MM 6 ACCOJNlAHl'S iCBOHl 


2 



WII A* CASK AMLVS1S 


r-f*r*i r j. 

raotcciu cash Kfly activity ioa hat 1990 - mk 1991 

(000‘S QH I 11(D) 

(iHtttOlliD) 


CASH OALAHCf - AfTIfl iatlfV IfVtl AH» 

MAI NQOIf ICAllOHS 

NAT 

two 

1990 

JULY 

1990 

AUGUST ! 
1990 

HPTiNMI 

1990 

OCIOaCl 

1990 

HMMHI 

1990 

OCCCNOIO 

1990 

0 XMtHS 
(HMD 
12/90 

JAHUAAT 

1991 

TdAUAAY 

1991 

HAACH 

1991 

AMU 

1991 

4 NOHIHX 
(MCA 

4/91 

12 mohihs 
uou 
4/91 

124,090 

(12.9U) (111,292) 

(S10.020) 

(S22.221) 

(S20.129) 

(>29.934) 

011,009) 

011,009) 

(115,132) 010.940) (120,090) 

(123.525) 

(123.325) 

(123,325) 

• CACOII (ACUITY NMSKA 

• lull IA4 MUM 

- icurio ucAi costs am waruc* iu 

• IHtlUtt (Hit) - SU ATIaCMO SOKOUU 


10,000 

(3.000) 

002) 

(223) 

(222) 

(304) 

(334) 

(304) 

(231) 

40,000 

(3.000) 

(1.091) 

(203) 

(222) 

(302) 

(320) 

0 

0 

(1.120) 

40,000 

'(3.000) 

(3.000) 

MtOTAl OttOIT (ACUITY 


34.050 

(221) 

(222) 

(304) 

(334) 

(304) 

(23t) 

35,109 

(203) 

(222) 

(502) 

(320) 

(1.120) 

35.934 

OMAAIIVf AOJUSINUIS - CIUiT (ACUIfV UMXrtl 


30.030 

30.013 

30,343 

30,030 

35.204 

35.340 

55.109 

35,109 

34.042 

34.509 

34.202 

33.934 

' 33.934 

33.934 

cash SAiAnci - Airca (atm uvet nuivts, ocst 
mooimcawomi aho cam it /acuity »(Kkrt« 

• 

S **,090 

>33.090 

>23.310 

> t0. 323 

SlJ, 242 

>9.523 

>5.400 

>24.100 

>24,)00 

>19.2)0 

>12.029 

>13,304 

>10,409 

1)0,409 

110.409 


l 


I 


sit ACCO#AHTIM. ACCOUHlAHI'S HM»! 


3 



12 NOMAS 


M»T-KM CAM MAlfttl 
DQUIO J. IBUNf 

mojcctco cam no* activity /ot n*r 1990 mu iwi 
(000*t OHinco) 

(uUAIftO) 



mr 

1990 

AM 

1990 

Ml 

1990 

AUGUST 

1990 

KPtlMU 

1990 

0CT0BC* 

1990 

■MUNI 

1990 

OCCOMd 

1990 

ft mOmMS 

itoco 

12/90 

JAlUAtV 

1991 

ftttuAtr 

1991 

MUCH 

1991 

AMIl 

1991 

4 N0MNS 

(ape* 

4/91 

12 Mkim 

(IBM 

4/91 

CAM lUUU * Aftft (MITT LMl HtfMl, OUT 
















AOBIf ICAllOkf AMO CM0IT (AC III IT HMAKI 

424,09* 

111,19* 

S25.SI* 

41B.123 

415.747 

49.575 

45.406 

424.100 

424.1Q0 

419.710 

417.629 

415.564 

410,409 

410.409 

410.409 

CAtltAi IIAMSACIIOMS * «I MOfC A 
















♦ &AU Of TACM1 (ACT Of DOT) - SI( MOT( 1 








25. 2BB 

25,20* 

0 

0 

0 

0 

0 

25.21* 

- WW" 1 MIAIIK umui 4 Wl-t-UCO IHKMtT 









0 

4*5 

4*5 

4*5 

4*5 

1,940 

1.940 

• SAM Of 77 








5.000 

5,000 

104 

104 

104 

104 

416 

5.416 

• SAM Of tUiAMH tlOCA-At OCtr 
















- IMIU4T MUM (SCAM HUMS) 





51 

51 

51 

51 

204 

51 

51 

51 

51 

204 

40* 

SUBTOTAL 





51 

51 

51 

50.119 

50.492 

640 

640 

640 

640 

2.560 

11.052 

OMAATtVi AOAAtHCHTt * CAfllAl TRANSACTIONS 

CAM Uiuct ■ Af ret (Min? LiVfl MSOVfS. Mat 
MQOIfiCAllOMS, Ct(OIT lAClUTf UvOlvO 
AM) CAfllAl IKAMSACfiOMS 





51 

102 

151 

50.492 

50,492 

11,112 

11.772 

12,412 

15,052 

11,052 

11,052 

424.09* 

411. *90 

S25.ll* 

41*. 121 

411.BIS 

49.677 

45.559 

454.592 

454,592 

450,042 

449,401 

445.776 

441.461 

441,461 

441,461 


•Old : 

% 

a) use o* «ti Moani susjcct 10 nw a» cuon 

fACUIlT AM* Ml A 1(0 SAMI K fftOVlllOBS. 

•» Noaiot use* rot mi o*r boai ( kimnai ioam» 

(TOCAlNO Wl lift ACCBUtO tMlCKin AM 

M.o mil iom pavmmi Cm hm-A'Iaco. 


f 


A 


Uf ACCQM9AM IIKi ACCOUNTANT'S H«H 



Wsr h/Ul CAM Af 41 ISIS 
MNALO i. ttlMf 

MOJiCffO CAM fuw ACTIVt IT KM NAT 1990 • Af*li 19V1 
(OQO'S GNIUCD) 

(UNAUOIItO) 



if 

1990 

Ml 

1990 

AUGUST 

1990 

UfllNBCi 

1990 

octoaca 

I960 

NOMMII 

1998 

DCCCMCt 

1990 

8 MONTHS 
ENDED 
12/90 

JAnuaAY 

1991 

IE6AUAAT 

1991 

NAACN 

1991 

Aft It 
1991 

4 Malts 
CMCO 
4/91 

12 MONTHS 
ENDED 
4/91 

CAM 1 ALAIlCS • AHU sail IT IMI Utfftvct, MB! 

MPlMCAIIOaS. CtlOlf fAClLill umaki 
















AM CU HA*, iaamaci lots 

124.098 

133,890 

•»•*•«#♦« » 

125.318 

tlS.323 

113. BIB 

19.677 

15.559 

154.592 

*54.592 

150.642 

*49.401 

*45.776 

*43,461 

*43.461 

*43,461 

tlBAISCIC OfCtAtlOBAA HODlMCAIIOat AM MALI 
















• ft ASA aout 

lacacAUO AEvtauti 

BCCMAUOOaCtiAUO) OftAAlIK HKlUl 
MiAiata as cai iff 

• tatav cas it i 


*6 

tjr 

(1,233) 

44 

496 

(344) 

105 

529 

(634) 

972 

(294) 

(678) 

BB3 

9B 

947 

584 

328 

1,690 

567 

471 

452 

3.575 

2.4*5 

0 

too 

(100) 

100 

(100) 

100 

(100) 

100 

(100) 

0 

400 

(400) 

1,575 

2.865 

(400) 

OCCttAUO OfCIAIIaC f Iff BSCS 


A02 

1.244 

1,117 

B37 

687 

527 

257 

5.271 

452 

627 

517 

535 

2,131 

7.402 

- iw ft as a Casino 














Of CJUASfO Off Ml lac iifCNUS 


AA3 

1,119 

1.040 

790 

67B 

637 

226 

5.153 

399 

466 

665 

453 

1.981 

7,136 

' taunts 
















“BO SAllLt - ft OLA AN 

actAiNsa at cniiiv 


952 

(932) 

1,052 

(1.052) 

1,333 

(1.333) 

1.361 

0.361) 

2,917 

(2,917) 

2.348 

(2.348) 

1.212 

(1.212) 

11.175 

(11,175) 

1.122 

(1.122) 

566 

(568) 

2.296 

(2.296) 

2.589 

(2.589) 

6.575 

(6,575) 

17,750 

(17.750) 

- Iit*f Alt NCtlCOf ISAS 














ACNIfVC MiM Evea Off AAI IONS BT OClOBSf 1, 1990 






901 

957 

909 














2,847 

958 

958 

994 

t.006 

1.916 

6,763 

• DC CO IN lieu - BABINS 



413 

413 

413 

413 

413 

413 

4(3 

2,891 

413 

413 

1.371 

413 

2,610 

5.561 

SUBTOTAL 


1.678 

2, 776 

2,570 

2.040 

4,687 

5.136 

3,315 

22.202 

2,222 

2.464 

3,547 

2,407 

10,640 

32.842 

OAAAAIh* ADJUSINCNIS • MDIf ICAIIOaS AM GOALS 


1.47* 

4,454 

7.024 

9,064 

13,751 

18,887 

22.202 

22.202 

24.424 

26.686 

30,435 

32.842 

32,842 

32.842 

fOSI -ft AN CAM BALANCC 

124.098 

135,568 

IBaiaa^BBt 

129.772 

125.347 

122. BB2 

123,428 

124,446 

176.794 

176.794 

in, 266 

*76.289 

*76.211 

*76,303 

*76.303 

*76,301 


non : 


ao nwitiw rat xmui ua suit income ibCOM tajui 
(including new tom lutsfd I An On «CAi 
CSIAtt) - ANAL. Till It CUUttatlY li NOCliU. 


5 


US ACCO»*ABYIBt ACCOUMlMl't UK>1 



I 


P0S1-KAM CAM ANAATSlt 
OONAiO *. TNUNN 

MOACCICO CASH FUkl *CII VI If f(M Nat 1990 - Mil 1991 
(0001 OnlfT(O) 

(UNMOlfU) 

• NONIUS 4 NO* US 12 NON US 



NAT 

1990 

H 

MV 

1990 

AUGUST SUtlMNU 
1990 1990 

OCTOttt 

1990 

MM MU 

1990 

Kamil 

1990 

f* 

ii 

JANUAAT 

1991 

fCOAUAlT 

1991 

naaCn 

1991 

AMU 

1991 

IISCO 

4/91 

CNOCO 

4/91 

tCNfflULl Of INffOKlI WfM (Nil) 

iNffOCU IVKItf 
101 Ai HW1 08AMI 
INICNfST OAK • lt|« • 1 


•40.000 

ii.ook 

940.000 

11.00k 

940,000 

11.00k 

940,000 

11.00k 

940.000 

11.001 

940.000 

11.00k 

940.000 

11.00k 

940.000 

11.00k 

940.000 

11.0QX 

940.000 

11.00k 

940,000 

11.00X 

940,000 
11. 00k 

940.000 

n.ook 

940.000 
11. 00X 

iNlflf SI IIMHI 


947 

347 

147 

347 

347 

347 

347 

2.147 

347 

347 

347 

34/ 

1.447 

4.03) 

iNlfttSI liCOf ON MOU HAAS 

101 Ai CAIN AVAILAOAf 


17.000 

20.900 

20. KO 

13,300 

0.000 

4.400 

400 

37.000 

19.100 

14.700 

12,400 

0,400 

19. 100 

37,000 

U»l MOM INC CANIIAA MOUItfO 

HU: (SVINAltO CAIN OKOUliiO 10 FUR Of MCI t 


1.000 

3.100 

0,400 

7.000 

4,100 

4,200 

4,200 

(10.700) 

1.000 

12.900 

4,400 

2.100 

4.200 

1,000 

0 

13,700 

1.000 
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EXHIBIT III: SUMMARY OF SIGNIFICANT ASSUMPTIONS 

DONALD J. TRUMP - PRE-PLAN BUDGET 

AND 

DONALD J. TRUMP - POST-PLAN CASH ANALYSIS 
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EXHIBIT III 

* 

SUMMARIZED SIGNIFICANT ASSUMPTIONS 
TO OONALO J. TRUMP PRE-PLAN 8U0GET 
AMO OONALO J. TRUMP POST -PLAN CASH ANALYSIS 

PERSONAL PACE NUMBER 


SAL ART, FEES, INTEREST INCOME 1 
INTEREST ON PERSONAL CREOIT LINES 1 
LEGAL /BUS l NESS ANO CHARITABLE CONTRIBUTIONS 1 
PERSONAL ANO HOUSE HOLO EXPENSES 1 

ENTITY PACE NUMBER 


ALIBAN, INC. (TRUMP PRINCESS YACHT) 2 

AMELS HOLLANO B.V. (BOAT TARO) 3 

CRYSTAL TOWER ASSOCIATES (TRUMP RECENCY) 4 

OONVAN ENTERPRISES, INC. (PERSONAL AIRCRAFT) S 

EAST 61 STREET COMPANY (RENTAL UNITS) 6 

TRUMP PARC CONDOMINIUM 7 

PARK SOUTH ASSOCIATES 6 

PENN YARDS ASSOCIATES (LINCOLN WEST) 9 

PENTHOUSE LANO PARCELS (AOJ. TO TRUMP PLAZA) 10 

PLAZA HOTEL • NEW YORK 11 

TENNIS CLUB (REG-TRU EQUITIES) 12 

TRUMP AIR 13 

TRUMP CASTLE HOTEL l CASINO K 

TRUMP CORPORATION 15 

RECENCY -LEXINGTON PARTNERS (GRANO HYATT HOTEL) 15A 

TRUMP EQUITABLE FIFTH AVENUE COMPANY (TOWER) 16 

TRUMP PALACE 17 

TRUMP PALM REACHES CORP. 18 

TRUMP PLAZA HOTEL ANO CASINO 19 

TRUMP SHUTTLE, INC. 20 

TRUMP TAJ MAHAL CASINO RESORT 21 

TRUMP TAJ MAHAL REALTY, INC. (TAJ AOJ. LANO) 22 

TRUMP WEST REALTY CORP. (TRUMP WILSHIRE) 23 
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EXHIBIT III 

PRE-PLAN BUDGET ASSUMPTIONS 
DOMAlO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


PERSONAL * 

SALARY, FEES, INTEREST INCOME: 

BOOK ROYAL I T IES: - BASED ON 1989 ACTUAL FIRST BOOK RESULTS 

DECREASED BY 40% AND INCREASE OF $750,000 
IN 1991 FOR SECOND BOOK PUBLICATION 

GAME ROYAL IT IES: • BASED ON 1989 ACTUAL ASSUMED TO DECREASE 

BY 25% 

RENTAL INCOME: - BASED ON CONTRACTUAL TERMS OF LEASES 

RELATED TO 730 FIFTH AVENUE ANO 4 
TRUMP TOWER APARTMENTS 

TRUST DISTRIBUTIONS: - BASED ON CONTRACTUAL INTEREST ON 

MORTGAGES HELD 

INTEREST INCOME: - ASSUMEO TO EARN 7% ON CASH BALANCE 

THROUGH 6/15/90, WHEN IT IS ASSUMEO 
CASH BALANCE IS USED 

INTEREST ON PERSONAL CREDIT LINES: 

• BASED ON ACTUAL LOAN TERMS <$EE OEBT 
SCHEDULE • SCHEDULE II) 

LEGAL/BUSINESS AND CHARITABLE CONTRIBUT IONS: 

• BASED ON FIRST FOUR MONTHS OF 1990 
ACTIVITY ANNUAL I ZED AND INCREASED FOR 
RESTRUCTURING COSTS ANO INCREASED PERSONAL 
LEGAL EXPENSES 

PERSONAL ANO HOUSEHOLD EXPENSES: 

• BASED ON FIRST FOUR MONTHS OF 1990 
ACTUAL ACTIVITY ANNUALIZED ANO DECREASED 
FOR EFFECT OF NOT USING THE YACHT FOR 
PERSONAL USE 


1 
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EXHIBIT !U (COMT . ) 


PRE-PLAN BUG GET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME; All BAN, INC. 

ASSET NAME: TRUMP PRINCESS YACHT 


- TRUMP PRINCESS YACHT IS FOR SALE 
DURING THE PROJECTION PERIOO 


• OPERATING COSTS Will OECREASE OUE TO 
LOWER USAGE 3Y TRUMP CASTLE AND DONALD J. 
TRUMP 


POST-PLAN MODIFICATION: 


TRUMP PRINCESS IS SOLD FOR $70,000,000 
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EXHIBIT Ml (CONT.) 


PRE-PLAN BUDGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH HOW ACTIVITY FOR MAY 1990 * APRIL 1991 


ENTITY NAME: AMELS HOLLAND 8.V. 
ASSET NAME: BOAT YARD 


- SHIPBUILDING WILL CEASE 


_ • PAYMENTS TO SUBCONTRACTORS AND OTHER LIABILITIES 

IN PROCESS OF FURTHER EVALUATION 


3 
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EXHIBIT III (CONT.) 


PRE-PLAN BUDGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: CRYSTAL TOWER ASSOCIATES 
ASSET NAME: TRUMP REGENCY 


AVERAGE RATE: 
OCCUPANCY: 

OTHER REVENUES: 
OPERATING EXPENSES: 
REAL ESTATE TAXES: 


S104.25 IN CONSTANT 1990 OOLLARS 
65.8% 

29.4% OF ROOMS REVENUE 
95.9% OF TOTAL REVENUES 

« 

52,675,000 TO BE PAIO IN 4 INSTALLMENTS 


4 
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EXHI3I T III (COMT.) 

■* 

PRE-PLAN BUOGET ASSUMPTIONS 
OONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: OONVAN ENTERPRISES, INC. 

ASSET NAME: D.J. TRUMP PERSONAL HELICOPTER AND 727 AIRPLANE 


REVENUES: - BASED ON 1989 ACTUAL INCREASED BY 4.2X 

TO REFLECT INCREASED VOLUME OUE TO THE 
OPENING OF THE TAJ MAHAL CASINO 


EXPENSES: * INCREASED 1989 ACTUAL BY 5. OX 

(EXPENSES REFLECT THE OPERATING 
EXPENSES OF THE 727 ) 


MONTHLY TRENOS: - MONTHLY 1990 REVENUE WOULD FOLLOW 

THE SEASONALITY TREND OF THE 
ATLANTIC CITY CASINO MARKET 

- EXPENSES AS THEY RELATE ONLY TO 
THE 727 AIRPLANE VOULO NOT FOLLOW 
SEASONALITY 

CAPITAL EXPENDITURES: * BASED ON DISCUSSIONS WITH OPERATING 

MANAGEMENT 


5 
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EXHISIT III (CONT.) 

* 

PRE-PUN 8UC GET ASSUMPTIONS 
OONAIO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 « APRIL 1991 


ENTITY NAME: EAST 61st STREET CO. 

ASSET NAME: SIX UNSOLD RENTAL UNITS ANO WRAP MORTGAGE 


REVENUES: - MORTGAGE INTEREST BASED ON CONTRACTUAL 

T E*MS 

• NO UNITS SOLO DURING THE PER 100 

• RENTAL OF l UNITS BASEO ON LEASE TERMS 


OPERATING EXPENSES: - MAINTENANCE EXPENSE ON SIX UNITS 

BASED ON CONTRACTUAL AMOUNTS 

- TRUMP ORGANIZATION CONSULTING FEES 
8ASED ON HISTORIC PERCENTAGES OF 
INVOLVEMENT ANO CONTRACT AMOUNTS 


6 
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EXHIBIT III (CONT.) 


PRE-PLAN BUDGET ASSUMPTIONS 
DONALO J. TR'JMP 

PROJECTEO CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTtTY NAME: TRUMP PARC CONDOMINIUMS 

ASSET NAME: TRUMP PARC CONDOMINIUM (UNSOLD UNITS) 


REVENUES: - 2 APARTMENTS UNOER CONTRACT ASSUMED 

TO CLOSE IN JUNE 1990 AT CONTRACTUAL PRICE 

• SALE OF 1 APARTMENT IN EACH OF AUGUST 1990, 
FEBRUARY AND APRIL 1991 AT 90* of ASKING 
PRICE 

• SALES PRICE REDUCED BY 1SX FOR 
FOR COMMISSIONS AND CLOSING COSTS 

- 1991 REVENUE INCLUOCS STORAGE INCOME OF 
APPROXIMATELY $22,000 PER MONTH 

DERATING EXPENSES: • BASED ON PRIOR YEAR ACTUAL COSTS 

INCREASED BY 4% AND DECREASED FOR UNITS SOLO 

OEBT SERVICE: - LOAN PAIO DOWN AT SALE CLOSINGS BASED ON 

NET SALES PROCEEDS 

- INTEREST IS BASEO ON CONTRACTUAL TERMS 
AMO AOJUSTEO BALANCE 

CAPITAL EXPENOITURES - NONE 
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* 


EXHIBIT III (CONT.) 


PRE-PLAN BUDGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: PARK SOUTH ASSOCIATES 
ASSET NAME: 100 CENTRAL PARK SOUTH 


REVENUES: 


OPERATING EXPENSES: 
REAL ESTATE TAXES: 
CAPITAL EXPENDITURES 


- APARTMENT BUILDING RENTALS 8ASEO ON ACTUAL 
RENT ROLLlESS ASSUMEO VACANCIES OF 25X 
DECREASING TO 19X OVER THE PROJECTION PERIOO 

• COMMERCIAL SPACE RENTALS SASEO ON ACTUAL 
LEASES ANO RENT ROLL 

• BASED ON 1989 ACTUAL EXPENSE INCREASED BY 5X 

- 8ASE0 ON 1969 ACTUAL EXPENSE INCREASED BY 4X 

- BASED ON CAPITAL 8U0GETED CAPITAL EXPENDITURES 


8 
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EXHIBIT 111 (COMT.) 


pre-plan buoget assumptions 

DONALD J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: PENN YARDS ASSOCIATES 
ASSET NAME: LINCOLN WEST 

REVENUES: 

- 8ASED ON ACTUAL PARKING LEASES IN EFFECT 
OPERATING EXPENSES: 

- BASED ON FIRST FOUR MONTHS 1990 ACTUAL CONSULTING 
AND OTHER PROFESSIONAL FEES, ANNUALIZED' 

REAL ESTATE TAXES: 

- BASED ON PRIOR YEAR ACTUAL INCREASED BY 6X 
CAPITAL EXPENDITURES: 

- NONE 


9 
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EXHIBIT III (CONT.) 


PRE-PLAN BUOGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH HOW ACTIVITY FOB MAY 1990 • APRIL 1991 


ENTITY NAME: PENTHOUSE LANO PARCELS 
ASSET NAME: LANO AOJACENT TO TRUMP PLAZA 


REVENUES: 

- 8ASED ON PRION YEAR ACTUAL PARKING AND CONCESSION INCOME 
OPERATING EXPENSES: 

- 8ASE0 ON PRIOR TEAR ACTUAL EXPENSES 
REAL ESTATE TAXES: 

- BASED ON PRIOR YEAR ACTUAL TAXES 
CAPITAL EXPENDITURES: 

• NONE 


10 
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EXHIBIT II! (CONT.) 

PRE-PLAN BUDGET ASSUMPTIONS 
OCMAIO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


ENTITY NAME: PLAZA OPERATING PARTNERS 
ASSET NAME: PLAZA HOTEL 


AVERAGE RATE: 

OCCUPANCY: 

TOTAL SALES AND INCOME: 
OPERATING EXPENSES: 

NET OPERATING INCOME: 


$253.6 2 
79.0% 

$112,518,200 
$77,458,900 (68.8% OF 
$28,473,300 (25.3% OF 


TOTAL SALES AND INCOME) 
TOTAL SALES AND INCOME) 


POST-PLAN 8UOGET MODIFICATIONS 
AVERAGE RATE: 

OCCUPANCY: 

TOTAL SALES ANO INCOME: 
OPERATING EXPENSES: 

NET OPERATING INCOME: 


$263.15 

80.9% 

$119,612,100 

$78,799,900 (65.9% OF TOTAL SALES ANO INCOME) 
$34,237,200 (28.6% OF TOTAL SALES ANO INCOME) 


11 
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EXHIBIT III (CONT.) 

« 

PRE-PLAN BUOGET ASSUMPTIONS 
OONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR HAT 1990 - APRIL 1991 


ENTITY NAME: REG-TRU EQUITIES 
ASSET NAME: TENNIS CLUB 


REVENUES: 

EXPENSES: 


REAL ESTATE TAXES: 
CAPTIAL EXPENDITURES: 


BASED ON 1989 ACTUAL INCREASES BY 5X 

RENT EXPENSE BASEO ON LEASE 

PAYROLL BASEO ON 5/1/90 EMPLOYEE LEVELS AT 
ACTUAL SALARIES 

UTILITIES BASED ON 1989 ACTUAL INCREASED BY AX 

INCLUDED IN RENT EXPENSE 

NONE 


12 
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EXHIBIT 111 (CONT.) 

* 

PRE-PLAN BUDGET ASSUMPTIONS 
OONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


ENTITY NAME: HELICOPTER AIR SERVICES, INC. 
ASSET NAME: TRUMP AIR 


REVENUES: - BASED ON 1989 ACTUAL INCREASED BY 

APPROXIMATELY 100X TO REFLECT THE 
ADDITION OF THREE HELICOPTERS 
AND INCREASED VOLUME DUE TO THE 
OPENING OF THE TAJ MAHAL CASINO 


EXPENSES: - BASED ON 1989 ACTUAL INCREASED 

BY APPROXIMATELY 30X TO REFLECT ADDED 
COSTS ASSOCIATED WITH THE AOOITIONAL 
AIR CRAFT MAINTENANCE 


MONTHLY TRENDS: * MONTHLY REVENUE AND EXPENSES 

FOLLOW THE SAME SEASONALITY TREND 
OF THE ATLANTIC CITY CASINO MARKET 


CAPITAL EXPENDITURES: * BASEO ON OISCUSSIONS WITH OPERATING 

MANAGEMENT 


POST-PLAN MODIFICATION: - ACHIEVE BREAK-EVEN OPERATIONS BY 

OCTOBER 1, 1990 


13 
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exhibit ii 


PRE-PLAN BUDGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 


APRIL 1991 


ENTITY NAME: TRUMP CASTLE ASSOCIATES AND TRUMP CASTLE FUNDING 
ASSET NAME: TRUMP CASTLE 


MARKET SHARE: 


7.7X < 7.6X FAIR SHARE, 101. OX PENETRATION) 


CASINO REVENUE: 


HOLD X: 


5242,619,000 
16. OX 


TOTAL NON-GAMING REVENUE: $73,980,000 <30. 5X OF TOTAL CASINO REVENUE) 


PROMOTIONAL ALLOWANCES: 


$29,148,000 (9.2X OF GROSS REVENUE) 


OPERATING EXPENSES: 


$220,911,000 <69. 8X OF GROSS REVENUE) 


REAL ESTATE TAXES: 


$8,253,000 


NET OPERATING INCOME 


$50,685,000 <16. OX OF GROSS REVENUE) 


SEASONAL ITT: 


CONSISTENT WITH COMPANY'S ORIGINAL 
AND REVISED OPERATING BUOGET 


POST-PLAN 8U0GET MODIFICATIONS 
MARKET SHARE: 

CASINO REVENUE: 

HOLO X: 

TOTAL NON-GAMING REVENUE: 
PROMOTIONAL ALLOWANCES: 
OPERATING EXPENSES; 

REAL ESTATE TAXES: 

NET OPERATING INCOME: 
SEASONALITY: 


7.7X <SAME AS PRE-PLAN) 

$242,619,000 
16. OX 

$73,980,000 (SAME AS PRE-PLAN) 
$29,148,000 (SAME AS PRE-PLAN) 
$213,119,000 <67. 3X OF GROSS REVENUE) 
$8,253,000 

$58,477,000 (18.5X OF GROSS REVENUE) 
SAME AS PRE-PLAN 
14 


I (CONT.) 
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EXHIBIT III (CONT.) 


I 

PRE-PLAN 8UQGET ASSUMPTIONS 
OONALD 4. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


ENTITY NAME: TRUMP CORPORATION 


REVENUES: 

• RENTAL INCOME FROM THIRO AVENUE SHOPPING CENTER LEASES 
ON COMMERCIAL SPACE, GARAGE AND TWO BROWN STONES BASED 
ON TERMS IN EFFECT 

- HYATT INCENTIVE MANAGEMENT FEE BASED ON CONTRACTUAL METKOO 
OF CALCULATION AND ASSUMED MONTHLY RESULTS AT THE HYATT 

- COMMISSIONS BASEO ON ACTUAL PERCENTAGES AND ASSUMED 
LEVELS OF ACTIVITY AT TRUMP PARC AND TRUMP TOWER 

- MANAGEMENT FEES AT TRUMP PARC CONDOMINIUM, TRUMP TOWER 
CONDOMINIUM, TRUMP PLAZA OF THE PALM BEACHES ANO TRUMP 
PALACE CONDOMINIUM (ASSUMEO TO OPEN JANUARY 1991) 

OPERATING EXPENSES: 

- BASEO ON CONTRACTUAL MASTER LEASE RENT EXPENSE 

• ACTUAL CORPORATE PAYROLL AND CORPORATE CONSULTANT LEVELS 
AS OF MAY 1, 1990, NET OF HISTORIC REIMBURSEMENT 

• ACTUAL CORPORATE OVERHEAD COSTS FOR THE FIRST FOUR 
MONTHS OF 1990 ANNUAL I ZEO 


15 
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EXHIBIT 1 


PRE-PLAN auOCET ASSUMPTIONS 
DONALO J, TRUMP 

PROJECTED CASH HOW ACTtVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: RECENCY 'LEXINGTON PARTNERS 
ASSET NAME: GRAND HYATT HOTEL, NEW YORK 


AVERAGE RATE: 

OCCUPANCY: 

ADJUSTED GROSS OPERATING 
PROFIT: 

NET OPERATING INCOME: 

BASIC MANAGEMENT FEE: 

RESERVE FOR REPLACEMENT: 
DEBT SERVICE: 

INCENTIVE MGMT FEE: 
DISTRIBUTION TO PARTNERS: 


$165.99 IN CONSTANT 1990 DOLLARS 
77. 3X 

33. OX OF TOTAL SALES ANO INCOME 

$26,025,000 (BEFORE DEBT SERVICE, 
INCENTIVE MANAGEMENT FEE AND GROUND 
RENT) 

4. OX OF TOTAL SALES ANO INCOME 
(EXCLUDING TENANT RENTALS) 

4. OX OF ROOMS REVENUE 

$15,361,000 BASED ON CURRENT OEBT 

20. OX OF AOJUSTEO PROFIT 

50. OX 


I CCONT.) 
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EXKI8IT Hi (CONT.) 


PRE-PLAN BUOGET ASSUMPTIONS 
OONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: TRUMP E0UITA8LE FIFTH AVENUE 
ASSET NAME: TRUMP TOWER 


REVENUES: - BASEO ON ACTUAL LEASES ADJUSTEO FOR BONWIT 

TELLER MOVE OUT IN JUNE 1990 

* NO RENT ASSUHEO ON 80NUIT TELLER SPACE UNTIL 
JULY 1991 WHEN SPACE RENTEO FOR S7.S MILLION 
PER YEAR WITH STEPPED UP REAL ESTATE STOP AND 
NO PERCENTAGE RENTS (BASEO ON LEASE IN 
NEGOTIATION) 

OPERATING 

EXPENSES: - KAY 1990 ACTUAL PAYMENT TO BUY OUT BONUIT 

TELLER LEASE 


• NO COMMISSIONS OR TENANT IMPROVEMENT COSTS 
ASSUMED BASED ON DEAL IN NEGOTIATION 


REAL ESTATE 

TAXES: - BASED ON ACTUAL NEW YORK CITY ASSESSMENT WITH NO 

REFUNOS ASSUMED 

CAPITAL 

EXPENDITURES: - BASEO ON MANAGEMENT'S ACTUAL CAPITAL OF 

PROJECTS FOR THE TOWER 


16 
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EXHIBIT III (COMT.) 

PRE-PCAN buocet assumptions 
OONALO J. TRUMP 

PROJECTEO CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 

ENTITY NAME: TRUMP PALACE CONDOMINIUMS 

ASSET NAME: TRUMP PALACE 

REVENUES: 

» 75 UNITS UNDER CONTRACT WILL CLOSE ANO REMAINING 208 UNITS WILL 
BE AVAILABLE FOR RENT 

• 75 RESIDENTIAL UNITS CURRENTLY UNOER CONTRACT WILL CLOSE AT CURRENT 
CONTRACT PRICES AT A RATE OF APROXIMATELY 7 UNITS PER MONTH UPON 
THE OPENING OF THE PROPERTY, ASSUMED TO BE JANUARY 1, 1991 

- 208 UNITS WILL BE AVAILABLE FOR RENT, STABILIZING AT 10% VACANCY 

• UNITS WILL RENT AT RATES "AT THE HIGH-END" OF THE MARKET FOR COMPARABLE 
RENTAL RATES 

- RETAIL SPACE WILL BE RENTED AT AN ANNUAL RATE OF $150 PER SQUARE FOOT 

• GARAGE SPACE WILL RENT AT $15 PER SOUARE FOOT (OR S255/PARKING SPACE 
PER MONTH) 

EXPENSES: 

• SELLING, GENERAL ANO ADMINISTRATI VE EXPENSES HAVE BEEN ESTIMATED AT 
10X OF CLOSING PRICE 

• MAINTENANCE AND REAL ESTATE TAXES ARE BASED ON ESTIMATES LISTED IN 
THE TRUMP PALACE OFFERING 

• 421 "A TAX ABATEMENT, INClUOEO IN THE CONSTRUCTION BUDGET, WILL 
EFFECTIVELY OECREASE REAL ESTATE TAXES BY APPROXIMATELY 60% IN 1991, 

AND PHASE OUT BY 2001 

CONSTRUCTION LOAN: 

- TOTAL ORAWOOUN ON THE 1220,000,000 CONSTRUCTION LOAN WILL 
APPROXIMATE $200,000,000 AS OF JANUARY 1, 1991 

• ADDITIONAL SOFT ANO HARO COST ORAWS WILL OCCUR THROUGH MAY 1991 

• AN INTEREST RESERVE OF $40,000,000 WILL PROVIDE FOR INTEREST PAYMENTS 
THROUGH OCTOBER 1991 

- MORTGAGE PAYOOUNS AT SALE CLOSING EQUAL TO 90% OF CLOSING PRICE 


17 
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% 

EXHIBIT III (CONT. ) 


PRE-PLAN BUDGET ASSUMPTIONS 
OONAIO J. THUMP 

PROJECTED CASH PLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


ENTITY NAME: TRUMP PALM BEACHES CORP. 
ASSET NAME: TRUMP PALM 8EACH CONDOMINIUMS 


REVENUES: 


• NO UNITS SOLO OURING THE PROJECTION PERIOO 

• RENTAL INCOME 8ASED ON ACTUAL LEASE TERMS 
OPERATING EXPENSES: 

• 8ASE0 ON ACTUAL MAINTENANCE CHARGES ANO ACTUAL 
MONTHLY ORAUS TO SALES PEOPLE 

CAPITAL EXPENDITURES: 

- NONE 

POST-PLAN MODIFICATION: 

- OEED-IN-LIEU TO BANK FOR ESTIMATED VALUE OF 
THE PROPERTY AND OOMALD J. TRUMP TO FUND 
GUARANTY FOR THE DIFFERENCE 


18 
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EXHIBIT III (CONT.) 

PRE-PLAN RUOGET ASSUMPTIONS 
OONALO J. TRUMP 

PROJECTED CASK PLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: TRUMP PLAZA ASSOC. ANO TRUMP PLAZA FUN0ING 
ASSET NAME: TRUMP PLAZA CASINO 


MARKET SHARE: 

9.2X (7.6X FAIR SHARE, 121. 3X PENETRATION) 

CASINO REVENUE: 

*291,383,000 

HOLD X: 

18. OX 

TOTAL NON-GAMING REVENUE: 

*79,679,000 (27. 3X OF CASINO REVENUE) 

« 

PROMOTIONAL ALLOWANCES: 

*38,832,000 (9.9X OF GROSS REVENUE) 

OPERATING EXPENSES: 

*255,566,000 (68. 9X OF GROSS REVENUE) 

REAL ESTATE TAXES 

*8,051,000 

NET OPERATING INCOME: 

*72,614,000 <19. 6X OF GROSS REVENUE) 

SEASONALITY: 

CONSISTENT WITH TRUMP'S ORIGINAL ANO 
REVISED OPERATING BUOGET 

POST-PUN MODIFICATION 


MARKET SHARE: 

9.2X (SAME AS PRE-PLAN) 

CASINO REVENUE: 

*291,383,000 

HOLO X: 

16. OX 

TOTAL NON-GAMING REVENUE: 

*79,679,000 (SAME AS PRE-PLAN) 

PROMOTIONAL ALLOWANCES: 

*36,832,000 (SAME AS PRE-PLAN) 

OPERATING EXPENSES: 

*247,905,000 (66. 8X OF GROSS REVENUE) 

REAL ESTATE TAXES: 

*6,051,000 

NET OPERATING INCOME: 

*80,275,000 (21. 6X OF GROSS REVENUE) 

SEASONALITY: 

SAME AS PRE-PLAN 
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exhibit ni (cont.) 


PRE-PLAN 8UOCET ASSUMPTIONS 
0 ON A 1.0 J. TRUMP 

PROJECTED CASH PLOW ACTIVITY FOP MAY 1990 - APRIL 1991 


ENTITY NAME: TRUMP SHUTTLE INC. 
ASSET NAME: AIRLINE SHUTTLE 


REVENUES: • ASSUMPTION THAT LEVEL OP ACTUAL APRIL 1990 

PASSENGER REVENUES CONTINUES THROUGHOUT THE 
PCRIOO EFFECTED FOR INCREASED ACTIVITY IN FALL 
SEASON 

• ASSUMPTION THAT CHARTER REVENUES INCREASE 
TO 1953,000 PER MONTH 

OPERATING EXPENSES: 

• BASED ON ACTUAL FIRST FOUR MONTHS 1990 
OPERATING EXPENSES AFTER PROVIDING FOP 
THE EFFECT OF INCREASED CHARTER ACTIVITY 

CAPITAL EXPENDITURES: 

• BASED ON ACTUAL CAPITAL PROJECTS TO BE 
ACCOMPLISHED OURING THE PROJECTION PERIOO 

POST-PLAN MODIFICATION: 

- MANAGEMENT IS ABLE TO INSTITUTE NO FRILLS PROGRAM 
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EXHIBIT III (CONT.) 

pre*pian buoget assumptions 

OONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 • APRIL 1991 


ENTITY NAME: TRUMP TAJ MAHAL ASSOCIATES 
ASSET NAME: TRUMP TAJ MAHAL CASINO 

MARKET SHARE: 15 . ZX (EQUAL TO FAIR SHARE) 


CASINO REVENUE: 

HOLDX: 

TOTAL NON-GAMING REVENUE: 
PROMOTIONAL ALLOWANCES: 
OPERATING EXPENSES: 

REAL ESTATE TAXES: 

NET OPERATING INCOME: 
SEASONALITY: 


$480,403,000 
16. OX 

$167,840,000 (34.9% OF CASINO REVENUE) 

% 

$71,566,000 <11. OX OF GROSS REVENUE) 
$396,608,000 (61. 2% OF GROSS REVENUE) 
$14,748,000 

$16$, 322, 000 <25. 5X OF GROSS REVENUE) 

CONSISTENT WITH TRUMP'S ORIGINAL 
AND REVISEO OPERATING BUDGET 
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EXHIBIT Jtl (CONT . ) 


PRE-PLAN BUOCET ASSUMPTIONS 
DONALO J. TRUMP 

PROJECTED CASH FLOW ACTIVITY FOR MAY 1990 - APRIL 1991 


ENTITY NAME: TAJ MAHAL REALTY CO. /TRUMP HOTEL MGMT CORP. 

ASSET NAME: LAND NEXT TO THE TAJ MAHAL/TRUMP HOTEL MGM1 CORP. 


REVENUES: 


• BASED ON ESTIMATED MANAGEMENT FEES FROM TAJ MAHAL 
CASINO 

OPERATING EXPENSES: 

• BASED ON SUOGETED ALLOCATIONS OF CORPORATE CONSULTING FEES, 
BUOGETEO BONUSES FOR TAJ CONSTRUCTION ANO BUDGETED PAYROLL 

CAPITAL EXPENDITURES: 

• NONE 
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EXHIBIT lit <CONT.) 


PRE-PUN BUDGET ASSUMPTIONS 
DONALD J. TRUMP 

PROJECTEO CASH FLOW ACTIVITY FOR MAY 1990 * APRIL 1991 


ENTITY NAME: TRUMP WEST REALTY CORP 
ASSET NAME: TRUMP WILSHIRE 


REVENUES: * MAY 1990 PLANNING/OEVELOPMENT FEE 

BASEO ON ACTUAL BILLING 

• FEBRUARY 1991 MORTGAGE PLACEMENT FEE BASED 
ON CONTRACTUAL PERCENTAGE AND ASSUMPTION 
THAT A MORTGAGE OF $117,750,000 WILL BE 
OBTAINED 

- MONTHLY FEES BASED ON 5% OF COSTS JNCLUOED 
UNDER CAPITAL EXPENDITURE*- 

EXPENSES: - INCLUOEO UNOER CAPITAL EXPENDITURES 

CAPITAL EXPENDITURES: * BASED ON TRUMP'S SOFT COST BUOGET 

THROUGH THE ENTITLEMENT PROCESS 
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SCHEDULE I: DONALD J. TRUMP 


LIST OF ASSETS AS OF APRIL 30, 1990 
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SCHEDULE II 
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DONALD J. TRUMP 


DEBT SCHEDULE AS OF APRIL 30, 1990 
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CREDIT AGREEMENT 

dated as of August 8, 1990 

by and among 

Donald J. Trump, 
Borrower 

Certain Banks Signatory Hereto 

and 

Bankers Trust Company, 
Agent 
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Credit Agreement dated as of August 8, 1990 by and among 
Donald J. Trump, an individual having his primary residence in New 
York City# New York (the "Borrower"), certain bank signatories 
hereto (each a "Bank” and collectively, the "Banks") and Bankers 
Trust Company, as agent for the Banks. 

WHEREAS# as a result of recent financial difficulties, 
the Borrower and certain of his Affiliates (as hereinafter de- 
fined) have requested that certain of their lenders# including the 
Banks, restructure existinq debt obligations and such lenders have 
agreed to the requested restructuring on. the terms and conditions 
set forth in the Override Agreement (as hereinafter defined); and 

WHEREAS, in connection with the execution and delivery 
of the Override Agreement# simultaneously with the execution of 
this Agreement, the Borrower and certain of his Affiliates are 
entering into amendments dated as of the date hereof (each an 
"Existing Agreement Amendment" and collectively, the "Existing 
Agr eement Amendments") with certain of their respective lenders, 
including the Banks, amending certain terms of the Existing Agree- 
ments (as hereinafter defined); and 

WHEREAS, the Banks previously loaned to the Borrower the 
sum of $20,000,000 (the "Interim Loan") evidenced by a promissory 
note issued by the Borrower and certain of his Affiliates and 
dated June 26, 199C, which is still outstanding as of the date 
hereof; and 

WHEREAS, in connection with the Existing Agreement 
Amendments and the execution of the Override Agreement, the Bor- 
rower desires to borrow up to $65,000,000 from the Banks for cer- 
tain specified purposes, including the extension of the Interim 
Loan, and the Banks are willing to lend up to such amount, subject 
to the terms and conditions of this Agreement. 

NOW, THEREFORE, for good and valuable consideration, the 
receiot and sufficiency of which are hereby acknowledged, the par- 
ties hereto agree as follows: 


ARTICLE I. DEFINITIONS; CONSTRUCTION 

Section 1.01* Def init ions . As used herein, the following 
terms shall have the meanings herein specified (to be equally ap- 
plicable to both the singular and plural forms of the terms de- 
fined) except to the extent specified to the contrary; 

"Affected Collateral" shall have the meaning provided in the 
penultimate paragraph of Article VI. 

"Affiliate" of a Person shall mean (i) any Person which di- 
rectly or indirectly controls, or is controlled by, or is under 
common control with, such Person, (ii) for each Person who is an 


on 
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individual, any other individual related to such Person by consan- 
guinity within the third degree or in a step or adoptive relation- 
ship within such third degree or related by affinity with such 
Person or any such individual, in each case whether the degree of 
such relationship is determined under common law 'or civil law, 
including in each case such Personas heirs, distributees and lega- 
tees, (iii) any Person which owns beneficially or of record 5% or 
more of any class of capital stock, partnership interests or any 
other equity interests of such Person or an Affiliate of such Per- 
son or of which 5% or more of any class of capital stock (or in 
the case of a Person that is not a corporation, 5% or more of the 
partnership interest or other equity interest) is owned benefi- 
cially or of record by such Person or an Affiliate of such Person, 
(iv) for each individual who is an Affiliate within the meaning of 
any of the foregoing provisions, any other individual related to 
such Affiliate by consanguinity within the third degree or in a 
step or adoptive relationship within such third degree or related 
by affinity with such Affiliate or any such individual, in each 
case whether the degree of such relationship is determined under 
common law or civil law, including in each case such Person's 
heirs, distributees and legatees; (v) any Person directly or indi- 
rectly controlling or controlled by any of the foregoing; and (vi) 
each New Venture. The term "control" means the possession, di- 
rectly or indirectly, of the power to direct or cause the direc- 
tion of the management or policies of a Person, whether through 
the ownership of voting securities, by contract or otherwise, and 
shall specifically be deemed to include any general partner of a 
partnership. Except to the extent provided in the next sentence, 
Ivana Trump, her heirs, distributees and legatees and each Grantor 
shall be deemed at all times to be an Affiliate of the Borrower. 
Notwithstanding the foregoing, (A) for the purposes of all finan- 
cial statements and other financial reports required to be provid- 
ed hereunder, the term "Affiliates" shall not include Persons 
deemed to be Affiliates by virtue of clause (ii) or (iv) above and 
(B) for all purposes of this Agreement (other than Section 
5.04(g)), “the term "Affiliate" shall not include at any time each 
Person listed on Schedule 1(a); provided that, notwithstanding the 
foregoing provisions of this clause (B), in the event that any 
operative facts with respect thereto shall change after the Effec- 
tive Date, any Person listed on Schedule 1(a) shall be deleted 
therefrom to the extent that at that time the Borrower shall have 
the ability, directlyor indirectly, to control (as defined above) 
such Person or the assets of such Person, Without limiting the 
foregoing, a Person shall be deemed to own all Equity Interests 
owned by its Affiliates. 

"Agent" shall mean Bankers Trust Company, acting in the man- 
ner and to the extent described in Article VII hereof, and its 
successors and assigns appointed pursuant to Section 7.09. 

"Agreement" shall mean this Credit Agreement, as amended, 
supplemented or modified from time to time. 
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"ALIBAN, Inc." shall mean a Delaware corporation wholly owned 
by the Borrower. 

"Annual Plan" shall have the meaning provided in Section 
5.02A(a ) . 

"Bank" shall have the meaning provided in the recitals here- 
of. 


"Bankruptcy Code" shall have the meaning provided in Section 

6.07. 

"Borrower" shall mean Donald J. Trump. 

"Borrowing" shall mean a borrowing pursuant to a Notice of 
Borrowing . 

"Business Day" shall mean any day other than (a) a Saturday 
or a Sunday or (b) any other day on which commercial banks in New 
York, New York are required or authorized by law to be closed for 
business . 

"Business Plans" shall be, at any point in time, the collec- 
tive reference to the Annual Plans, the Initial Business Plan, the 
Three Year Business Plan, the Supplemental Operating Plans, the 
Strategic Business Plan and the Extension Business Plan, in each 
case to the extent then in effect; provided that the fact that at 
any time any Business Plan is no longer in effect shall not impair 
or restrict the Banks from taking any action provided for hereun- 
der in respect of any misrepresentation, breach of covenant. De- 
fault or Event of Default arising in respect thereof at a time 
when such Business Plan was in effect. 

"Capital Event" shall mean any of (a) the sale or other dis- 
position by, or on behalf of, the Borrower or any of his Affili- 
ates to any Person or Persons of (including without limitation the 
sale or other disposition upon the exercise of any Foreclosure 
Right with respect to and any condemnation or casualty loss in- 
volving), or otherwise involving or any other collection, or other 
receipt of proceeds, in respect of (i) any assets (or proceeds 
thereof or rights therein, including, without limitation, distri- 
butions therefrom, and any capital stock, partnership interests or 
any other Equity Interests, included in the Existing Collateral 
(as defined in the Override Agreement) or the Collateral; (ii) any 
of the capital stock, partnership interests or any other Equity 
Interests of any Person any of the assets of which (or proceeds 
thereof or rights therein) is included in the Existing Collateral 
(as defined in the Override Agreement) or the Collateral; (iii) 
any of the assets (including, without limitation, any division or 
line of business) of any Person, any of the capital stock, part- 
nership interests or any other Equity Interests of which is in- 
cluded in the Existing Collateral (as defined in the Override 
Agreement) or the Collateral; or (iv) any of the capital stock, 


- 3 - 



352 


partnership interests or any other Equity Interests in a Person 
which owns or controls, directly or indirectly, any assets, capi- 
tal stock, partnership interests or other Equity Interests in- 
cluded in clause (i), (ii) or (iii) above; or (b) any refinancing, 
directly or indirectly, of any Indebtedness of any Person who or 
which owns any of the assets (or proceeds thereof or rights there- 
in, ^including, without limitation, disti ibut ions therefrom), capi- 
tal stock, partnership interests or other Equity Interests which 
are described in clauses (a)(i)-(iv) above; or (c) any Casino 
Equity Sale; or (d) any collection of any amount from the Borrower 
or any of his Affiliates following the occurrence of any Event of 
Default; or (e) any sale or other disposition of, or any payment 
on, or in respect of, the DJT Taj Note or the Castle Note. 

"Cash Collateral" shall have the meaning provided in the def- 
inition of "Collateralization Condition". 

"Cash Equivalents" shall mean those types of investments per- 
mitted in Section 5 . 04 ( d ) { i i ) - ( i v ) . 

"Casino Control Act" shall mean the New Jersey Casino Control 
Act, N.J. Stat. Ann. 5:12-1, et seq. (New Jersey Public Law 1977, 
L.110), as amended from time to time, or any successor provision 
of law. 

"Casino Control Commission" shall mean the New Jersey Casino 
Control Commission as established by Section 50 of the Casino Con- 
trol Act or any successor agency appointed pursuant to the Casino 
Control Act. 

"Casino Entities" shall mean the casino and hotel businesses 
located in Atlantic City, New Jersey, owned and operated by 
Trump's Castle Associates Limited Partnership, Trump Taj Mahal 
Associates Limited Partnership and Trump Plaza Associates, each a 
partnership organized under the laws of the State of New Jersey; 
Trump's Castle Funding, Inc., Trump Taj Mahal Funding Inc., Trump 
Plaza Funding, Inc.# and Trump Hotel Management Corp. , each a New 
Jersey corporation; together with their respective successors and 
assigns . 

"Casino Equity Sale" shall mean any of (a) the direct or in- 
direct sale or other disposition by, or on behalf of, any Casino 
Entity or any other Affiliate of the Borrower to any Person or 
Persons of any Equity Interest of or in one or more Casino Enti- 
ties, (b) the exercise of any Foreclosure Right with respect to 
any Equity Interest of or in one or more Casino Entities, (c) the 
sale (including, without limitation, following the exercise of 
Foreclosure Rights) of any of the assets of one or more Casino 
Entities or (d) any refinancing, directly or indirectly, of any 
Indebtedness of any Casino Entity. 

"Casino Indentures" shall mean the Indenture dated as of June 
27, 1985 by and among Trump's Castle Funding, Inc., Trump's Castle 
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Associates Limited Partnership and First Fidelity Bank, National 
Association, New Jersey governing the issuance of the 13-3/41 
First Mortgage Bonds# Series A-l# Due 1997 and the 7% First Mort- 
gage Bonds, Series A-2, Due 1999; the Indenture dated as of Novem- 

ber 22, 1988 by and among Trump Taj Mahal Funding Inc., Trump Taj 
Mahal Associates Limited Partnership and Bankers Trust Company 
governing the issuance of the 14% First Mortgage Bonds, Series A, 
due 1998? and the Indenture dated as of May 16, 1986 by and among 
Trump Plaza Funding, Inc., Trump Plaza Associates and First Fidel- 
ity Bank, National Association, New Jersey governing the issuance 
of the 12-7/8% Mortgage Bonds due 1998; in each case, as in effect 

on the Effective Date except to the extent amended in accordance 

with Section 5.04(h). 

"Castle Note" shall mean the promissory note dated as of 
Decemoer 19, 1989 in the principal amount of $2,000,000 owed by 
Trump's Castle Associates Limited Partnership to the Borrower. 

"Certifying Persons" shall mean (a) with respect to the Bor- 
rower, each of the Borrower and a Senior Executive Officer unless 
a Senior Executive Officer has not been employed, in which case, 
such additional Certifying person shall be the Person employed by 
the Borrower who is most familiar with the financial affairs of 
the Borrower and (b) with respect to any Affiliate of the Bor- 
rower, each of the chief operating officer and chief financial 
officer or the two Persons whose duties are substantially similar 
to a chief operating officer and chief financial officer, respec- 
tively, as applicable. 

"Code" shall mean the Internal Revenue Code of 1986, as 
amended from tine to time. 

"Collateral" shall mean all property (real and personal, tan- 
gible and intangible) now or hereafter acquired in which a Lien is 
granted, or purported to be granted, to the Agent for the benefit 
of the Banks as security for the Borrower's or any Grantor's obli- 
gations under the Loan Documents. 

"Collateral Agreements" shall have the meaning provided in 
the Override Agreement. 

"Collateralization Condition" shall mean the circumstance in 
which at least one of the following two events shall have occurred 
and continue to exist: 

(a) The Borrower shall have delivered to the Agent for 
the benefit of the Banks one or more letters of credit (each, 
a "Substitute Letter of Credit"), in form and substance, and 
issued by a bank, satisfactory to the Required Banks, as se- 
curity for the Loans and expiring not sooner than the ninety- 
first (91st) day following the Final Maturity Date, the total 
amount of which is equal to $65,000,000 or, if less, the 
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amount which, when aggregated with the amount of Cash Col- 
lateral, if any, is equal to the Commitments, as they may 
have been reduced pursuant to Section ?.09, it being express 
ly understood that it is not the current intention of any 
Bank to issue any Substitute Letter of Credit, that no Bank 
has offered or committed to do so and that no Letter of Cred 
it issued hereunder can be used for this purpose; or 

{ t> ) The Borrower shall have pledged to the Agent for 
the benefit of the Banks certificates of deposit issued by 
Bankers Trust Company (such certificates of deposit so 
pledged are collectively referred to herein as the "Cash Col 
lateral"), the total amount of which is equal to $40,000,000 
(and the Commitments shall have been permanently reduced by 
at least $25,000,000 pursuant to Section 2.09(a)) or such 
lesser amount which, when aggregated with the amount of Sub- 
stitute Letters of Credit, if any, is equal to the Commit- 
ments, as they may have been permanently reduced pursuant to 
Section 2.09; provided that in the event that the Collateral 
ization Condition shall be satisfied with the application 
(including, without limitation, by means of a Substitute Le 
ter of Credit or Cash Collateral) of a part (but not all) o 
the Net Cash Proceeds of any Capital Event, the excess Net 
Cash Proceeds shall be applied under this Agreement and the 
Override Agreement in the manner set forth herein and there! 
for application of Net Cash Proceeds after satisfaction of 
the Collateralization Condition. 

"Commitments" shall have the meaning provided in Section 
2.01(b). 

"Default" shall mean any condition or event which, with no- 
tice (including, without limitation, the declaration provided for 
in the first paragraph of Article VI) or lapse of time or both, 
would constitute an Event of Default. 

"Division of Gaming Enf orcemer.t " , shal 1 mean the Division of 
Gaming Enforcement of the New Jersey Department of Law & Public 
Safety as established by Section 55 of the Casino Control Act or 
any successor division or agency appointed pursuant to the Casino 
Control Act. 

"DJT Taj Note" shall mean the promissory note dated as of 
April 30, 1990 in the principal amount of $25,000,000 owed by 
Trump Taj Mahal Associates Limited Partnership to the Borrower. 

"Dollar" and the sign "$" shall mean lawful money of the 
United States of America. 

"Effective Date" shall have the meaning provided in Section 

8 . 10 . 
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"Envi ronmental Laws" shall have the meaning provided in Sec- 
tion 4.09. 

"Equity Interest" shall mean any stock or similar security, 
preorgani 2 ation certificate or subscription, transferable share, 
voting trust certificate or certificate of deposit for any of the 
foregoing; general or limited partnership interest, interest in a 
joint venture, interest in a business trust, voting trust certifi- 
cate or certificate of deposit for any of the foregoing; or any 
security convertible, with or without consideration, into any of 
the foregoing, or carrying any warrant or right to subscribe to or 
purchase any of the foregoing: or any such warrant or right; or 
any put, call, straddle or other option or privilege of buying any 
of the foregoing from or selling any of the foregoing to another 
Person without being bound to do so, or any similar security or 
interest, or any proceeds of or rights in (including, without lim- 
itation, any distributions in respect of), or record or beneficial 
interest in any of the foregoinq held or owned by a Person includ- 
ing without limitation all Equity Interests which are controlled 
by such Person (regardless of whether such Person is the record or 
beneficial owner thereof). 

"ERISA'* shall mean the Employee Retirement Income Security 
Act of 1974, as amended from time to time. 

"ERISA Affiliate" shall mean each trade or business (whether 
or not incorporated) which together with the Borrower would be 
deemed to be a "single employer" within the meaning of Section 
4001 of ERISA. 

"ERISA Termination Event" shall mean (i) a "Reportable Event" 
described in Section 4043 of ERISA and the regulations issued 
thereunder (other than a "Reportable Event" not subject to the 
provision for 30-day notice to the PBGC under such regulat ion? ) , 
(ii) the complete or partial withdrawal of any of the Borrower’s 
ERISA Affiliates from any Plan, (iii) the filing of a notice of 
intent to terminate a Plan or the treatment of a Plan amendment as 
a termination under Section 4041 of ERISA, (iv) the institution of 
proceedings to terminate a Plan by the PBGC or (v) any other event 
or condition which might constitute grounds under Section 4042 of 
ERISA for the termination of, or the appointment of a trustee to 
administer, any Plan. 

"Event of Default" shall mean any event or condition referred 
to Article VI which shall have been declared to be an Event of 
Default pursuant thereto or any event referred to in Section 
6.07(a)-(h) with respect to the Borrower. 

"Excess Cash Balances" shall mean, at the end of any month, 
the sum of (a) all cash and Cash Equivalents (net of any outstand- 
ing checks) held by the Borrower in excess of $10,000,000 after 
giving effect to distributions which have been or should have been 
made by such time in accordance with Section 5.01(g), excluding 
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cash or Cash Equivalents held by the Borrower as a reserve Cor 
disputed claims in accordance with generally accepted accounting 
principles and past practices of the Borrower and (b) an amount 
equal to all interest actually earned on any Cash Collateral 
pledged to the Agent for the benefit of the Banks and distributed 
to the Agent on or before the fifth Business Day of the next month 
pursuant to Section 2.08(b) (iv). 

M Existing Agreement Amendments’ 1 shall have the meaning pro- 
vided in the second WHEREAS clause hereof. 

“Existing Agreements" shall mean all of the "Existing Debt 
Credit Agreements" and "Existing Collateral Agreements’, as de- 
fined in the Override Agreement. 

"Extended Maturity Date" shall mean June 30, 1995. 

"Extension" shall have the meaning provided in Section 
2.07(a) . 

"Extension Business Plan" shall have the meaning provided in 
Section 2.07(a) . 

"Extension Conditions" shall have the meaning provided in 
Section 2.07(b) . 

"Final Maturity Date" shall mean the Initial Maturity Date 
or, if the Extension shall have occurred, the Extended Maturity 
Date . 


"Foreclosure Event" shall have the meaning provided in the 
penultimate paragraph of Article VI. 

"Foreclosure Right" shall have the meanina provided in the 
penultimate paragraph of Article VI. 

"Governmental Act" shall mean any law, statute, rule, regula- 
tion; any order, ruling, writ, injunction or decree; or any ac- 
tion, suit, proceeding or investigation, in each case by a Govern- 
mental Authority, 

"Governmental Authority" shall mean any federal, state, local 
or foreign or other governmental or administrative body, instru- 
mentality, department or agency or any court, tribunal, adminis- 
trative hearing body, arbitration panel, commission or other simi- 
lar dispute resolving panel or body. 

"Grantor" shall mean each Person which is granting a lien or 
security interest m any of the Collateral to secure such Person's 
obligations under a Guaranty, and shall include the Persons set 
forth on Schedule 1(b). 
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"Guaranty'* 3hall mean a guaranty made by a Grantor in favor 
of the Agent for the benefit of the Banks in connection with this 
Agreement, guaranteeing the obligations of the Borrower hereunder 
and under the Notes and other Loan Documents and otherwise in form 
and substance satisfactory to the Banks, as amended, supplemented 
or otherwise modified from time to time. 

"Hazardous Substance" shall have the meaning provided in Sec- 
tion 4.09. 
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"Indebtedness" of any Person shall mean: 

(i) all obligations of such Person which in accordance 
with generally accepted accounting principles would be shown 
on the balance sheet of such Person as a liability (includ- 
ing, without limitation, obligations for borrowed money and 
for the deferred purchase price of property or services, and 
obligations evidenced by bonds, debentures, notes or other 
similar instruments); 

(ii) all rental obligations under leases required to be 
capitalized under generally accepted accounting principles; 

(iii) all contingent reimbursement obligations under 
undrawn letters of credit issued on behalf, at the request or 
for the account of such Person, all guarantees (direct or 
indirect), and other contingent obligations of such Person in 
respect of, or obligations to purchase or otherwise acquire 
or to assure payment of, Indebtedness of others, including 
without limitation Indebtedness of partnerships of which such 
Person is a general partner; and all arrangements of finan- 
cial support by such Person for the performance of another, 
including without limitation (A) agreements to support the 
performance of leases or other contracts; (B) guarantees of 
dividends and other payments; (C) agreements to advance and 
supply funds; (D) agreements to maintain working capital or 
minimum net worth; and (E) comfort letters or keep well 
agreements; and 

(iv) Indebtedness of such Person or of others secured 
by any Lien upon property owned by such Person, whether or 
not assumed and whether or not a recourse obligation of such 
Person . 

"Initial Business Plan" shall have the meaning provided in 
Section 3 . 0 1 ( m) . 

"Initial Maturity Date" shall mean June 30, 1993. 

"Intercompany Notes" shall mean all promissory notes payable 
to the order of the Borrower and issued by any Affiliate of the 
Borrower on account of advances made by the Borrower to such Af- 
filiate from time to time, which notes shall provide for an annual 
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interest rate which is II above the Prime Lending Rate and shall 
be substantially in the form of Exhibit B hereto. 

"Interim Loan” shall have the meaning provided in the third 
WHEREAS clause hereof. 

"Issuing Bank" shall mean, with respect to any Letter of 
Credit, Bankers Trust Company. 

"June 14, 1990 Report” shall have the meaning provided in 
Section S.02A(a). 

"Letter of Credit” or "Letters of Credit” shall mean the Let- 
ters of Credit issued or to be issued by the Issuing Bank for the 
account of the Borrower pursuant to Section 2.05. 

"Letter of Credit Collateral” shall have the meaning provided 
in Section 2.08(b) (i). 

"Letter of Credit Usage” shall mean, as at any date of deter- 
mination, the excess of (i) the sum of (a) the maximum aggregate 
amount that is or at any time thereafter may become available for 
drawing under all Letters of Credit then outstanding and (b) the 
aggregate amount of all drawings under Letters of Credit honored 
by the Issuing Bank and not theretofore reimbursed by the Borrower 
over (ii) the then outstanding amount of Letter of Credit Col- 
lateral. 

"Lien" shall mean any mortgage, pledge, assignment, hypothe- 
cation, security interest, encumbrance, lien, charge or deposit 
arrangement or other arrangement having the practical effect of 
the foregoing and shall include the interest of a vendor or lessor 
under any conditional sale agreement, capitalized lease or other 
title retention agreement. 

"Loan" shall have the meaning provided in Section 2.01(a). 

"Loan Documents" shall mean this Agreement, the Notes, the 
Guaranties, the Security Documents and all agreements, instruments 
and documents executed and delivered in connection herewith and 
therewith, but shall exclude the Override Agreement, the Existing 
Agreement Amendments, and all documents delivered pursuant 
thereto. 

"Margin Stock" shall have the meaning provided in Regulation 

U. 


"Net Cash Proceeds" shall mean all cash available to be ap- 
plied to the obligations of the Borrower and hi9 Affiliates under 
this Agreement, the Notes, the Guaranties and the other Loan Docu- 
ments upon the occurrence of a Capital Event, calculated in the 
manner set forth in Section 3.2(a) (iii) of the Override Agreement, 
as in effect on the date hereof. 
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"New Ventures" shall have the meaning provided in Section 
5.04(d) ( v) . 

"Note" shall have the meaning provided in Section 2.04. 

"Notice of Borrowing" shall have the meaning provided in Sec* 
tion 2.02. 

"Override Agreement" shall mean that certain Override Agree- 
ment dated as of the date hereof by and among the Borrower, cer- 
tain of his Affiliates signatories thereto, the Banks and certain 
other financial institutions and the Agent, as agent and collater- 
al agent for the Banks and certain other financial institutions 
thereunder, as amended, supplemented or otherwise modified from 
time to time in accordance with the provisions of this Agreement. 

"Payment Office" shall mean the Agent's office located at One 
Bankers Trust Plaza, New York, New York 10006, Attention: 


"PBGC" shall mean the Pension Benefit Guaranty Corporation, 
or any successor thereto. 

"Permitted Liens" shall mean the liens permitted to exist 
under Section 5.04(b). 

"Person" shall mean any individual, partnership, firm, corpo- 
ration, association, joint venture, trust or other entity, or any 
government or political subdivision or agency, department or in- 
strumentality thereof. 

"Plan" shall mean any multiemployer plan or single employer 
plan, as defined in Section 4001 and subject to Title IV of ERISA, 
which is maintained, or at any time during the five calendar years 
preceding the date of this Agreement was maintained, for employees 
of the Borrower or an ERISA Affiliate. 

"Plaza" shall mean Plaza Operating Partners Ltd., a Texas 
limited partnership. 

"Prime Lending Rate" shall mean the rate which Bankers Trust 
Company announces from time to time as its prime lending rate, as 
in effect from time to time. The Prime Lending Rate is a refer- 
ence rate and does not necessarily represent the lowest or best 
rate actually charged to any customer. Bankers Trust Company may 
make commercial loans or other loans at rates of interest at, 
above or below the Prime Lending Rate. 

"Princess" shall have the meaning provided in the Override 
Agreement . 

"Prior Lien" shall mean, as to any Collateral, any Lien on 
such Collateral securing Indebtedness owed to any Person which is 
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prior to the Liens on such Collateral created by the Security Doc- 
uments. 

"Pro Rata Share" shall mean, with respect to each Bank, but 
subject to the provisions of Section 2.01(d), the percentage 
(taken to the fourth decimal place) designated as such Bank's Pro 
Rata Share set forth under the name of such Bank on the applicable 
signature page of this Agreement and in Annex 1 annexed hereto. 

"Real Property" shall have the meaning provided in Section 
3.01(h). 

"Regulation D" and "Regulation U" shall mean Regulation D and 
Regulation U, respectively, of the Board of Governors of the Fed- 
eral Reserve System as from time to time in effect and any suc- 
cessor thereto. 

"Required Banks" shall mean at any time Banks holding more 
than 66-2/31 of the then aggregate unpaid principal amount of the 
Notes or, if no such principal amount is then outstanding. Banks 
having more than 66-2/3% of the Commitments. 

"Required Waiving Banks" shall mean, at any time, Banks hold- 
ing at least 33-1/3% of the aggregate amount of the then outstand- 
ing Loans or if no Loans are then outstanding, at least 33-1/3% of 
the aggregate amount of the Commitments. 

"sale" shall mean with respect to any Equity Interest or 
other asset, any sale, transfer, lease, liquidation, dissolution, 
condemnation or casualty loss, in each case, involving such Equity 
Interest or other asset, provided that (x) a lease shall not in- 
clude any lease of any property which in the ordinary course of 
business is held out for lease if such lease is on customary com- 
mercial terms, is not a capital lease and provides for periodic 
lease payments in substantially equal amounts (subject to commer- 
cially reasonable free rent periods of any asset which is held for 
lease but together with any customary escalation clauses) and (y) 
a sale shall not include the sale of any asset which is held for 
sale in the ordinary course of business, other than any securi- 
ties, of any residential or commercial real property or automo- 
biles. 

"Security Documents" shall mean all security agreements, 
pledge agreements, mortgages and other security documents (includ- 
ing, without limitation, the related Guaranties) executed and de- 
livered by the Borrower or any Grantor in favor of the Agent for 
the benefit of the Banks to secure the obligations under this 
Agreement, the Notes or any other Loan Documents. 

"Senior Executive Officer" shall have the meaning provided in 
Section 3.02(g) . 
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"Shuttle" shall mean Trump Shuttle, Inc. 

"Special Collateral Agreements" shall have the meaning pro- 
vided in the Override Ag-reement. 

"Strategic Business Plan" shall have the meaning provided in 
Section 5.02A(b) ( i ) . 

"Substitute Letter of Credit" shall have the meaning provided 
in the definition of "Collateralization Condition". 

"Supplemental Operating Plan" shall have the meaning provided 
in Section 5.02A(b) { ii ) . 

"Three Year Business Plan" shall have the meaning provided in 
Section 5 . 0 2A( b ) { i i ) . 

"Total Utilization of Commitments" shall mean, as at any date 
of determination, the sum of (a) the aggregate principal amount of 
all outstanding Loans and (b) the Letter of Credit Usage. 

Section 1.02, Accounting Terms and Determinations . Unless 
otherwise defined or specified herein, all accounting terms shall 
be construed herein, all accounting determinations hereunder shall 
be made, all financial statements required to be delivered here- 
under shall be prepared, and all financial records shall be main- 
tained, in accordance with generally accepted accounting princi- 
ples applied on a basis consistent with the financial statements 
referred to in Section 4.05(a), which principles, in the case of 
the Borrower, shall include, without limitation, Statement of 
Position (SOP) 82-1, Accounting and Financial Reporting for Per- 
sonal Financial Statements, October 1, 1982, issued by the Ac- 
counting Standards Division of the American Institute of Certified 
Public Accountants. 

Section 1.03. Other Definitional Terms . The words "hereof", 
"herein" and "hereunde7" and words of similar import when used in 
this Agreement shall refer to this Agreement as a whole and not to 
any particular provision of this Agreement, and Article, Section, 
Schedule, Exhibit and like references are to this Agreement unless 
otherwise specified. 


ARTICLE II. AMOUNTS AND TERMS OF LOANS 

Section 2.01. Commitment . (a) Subject to and upon the 

terms and conditions herein set forth, each Bank severally agrees, 
at any time and from time to time prior to the Final Maturity 
Date, to make loans (each a "Loan" and collectively, the "Loans") 
to the Borrower. 

{ b ) The Loans made pursuant hereto by each Bank (i) shall 
bear interest at the rate set forth in Section 2.06, (ii) shall 
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not exceed in aggregate principal amount outstanding at any one 
time the amount set forth opposite such Bank's name on Annex I 
hereto (as the same may be permanently reduced pursuant to Section 
2.09 and otherwise from time to time, its "Commitment" and collec- 
tively for all Banks, the "Commitments"), (iii) subject to the 
provisions of Section 2.01(d), shall not exceed for any Bank its 
Pro Rata Share of the aggregate amount of the Loans and (iv) shall 
be due and payable on the Final Maturity Date. Within the fore- 
going limits and subject to the conditions set out in Article III, 
the Borrower may borrow, repay and prepay, and reborrow. Loans. 

(c) The aggregate principal amount of each Borrowing here- 
under shall be not less than $1,000,000 (except that any Borrowing 
may be in the aggregate amount of the unused Commitments). 

(d) The initial Lean shall be in the aggregate principal 
amount of $40,000,000 (which sum includes the amount of the In- 
terim Loan) and shall be made by each Bank in the amount set forth 
opposite its name on Annex I, and shall be paid to the Borrower 
or, to the extent set forth on said Annex I, to Midlantic National 
Bank for the purpose of reallocating the Loans among the Banks, 
with the result that immediately after giving effect to such ini- 
tial Lean and the Interim Loan and such reallocation among the 
Banks, the allocable share of each Bank of the $40,000,000 ag- 
gregate outstanding balance of the Loans shall be its Pro Rata 
Share . 

(e) The sum of the Letter of Credit Usage and the then out- 
standing amount of Letter of Credit Collateral shall not at any 
time exceed $5,000,000 plus an amount, not in excess of 
$3,000,000, equal to the face amount of any Letter of Credit used 
in connection with the employment of a Senior Executive Officer. 

(f) Notwithstanding the foregoing provisions of this Section 
2.01 and the provisions of Sections 2.02 and 2.05, the Loans shall 
be subject to the following limitations in the amounts and during 
the periods indicated: 

(i) The amount otherwise available for borrowing under 
the Commitments as of any time of determi r.at ion shall be re- 
duced by an amount equal to the sum of (a) the aggregate 
principal amount of all outstanding Loans and (b) the Letter 
of Credit Usage; provided that to the extent the proceeds of 
such borrowings are to be then applied to reimburse the Issu- 
ing Bank for the amount of any drawings under any Letters of 
Credit honored by the Issuing Bank and not theretofore reim- 
bursed by the Borrower, the Letter of Credit Usage shall not 
include the amount of the Letters of Credit to be so repaid 
or reimbursed; and 

(ii) At no time shall the Total Utilization of Com- 
mitments exceed the aggregate Commitments. 
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Section 2.02. Notice of Borrowing . (a) Whenever the Bor- 
rower desires to make a Borrowing hereunder, he shall give the 
Agent at least five Business Days' prior written notice thereof 
(or telephonic notice promptly confirmed in writing). For the 
purposes of the foregoing provision, a notice requesting a Borrow- 
ing (each, a "Notice of Borrowing") shall be deemed effective on 
the Business Day of receipt by the Agent if received prior to or 
at 11:00 A. M . (New York time) or on the Business Day following the 
date of receipt if received by the Agent after such time. Each 
such Notice of Borrowing (i) shall be signed by each Certifying 
Person of the Borrower; (ii) shall specify the aggregate principal 
amount of the Loans to be made pursuant to such proposed Borrow- 
ing, the date of such proposed Borrowing (which shall be a Busi- 
ness Day and shall be no earlier than five Business Days following 
the effective date of receipt by the Agent of such Notice of Bor- 
rowing, determined as above set forth) and the intended use of the 
proceeds of the requested Loans in sufficient detail to demon- 
strate compliance with Section 5.01(h); (iii) shall certify as to 
the Borrower's compliance with all conditions precedent to such 
proposed Borrowing (including, without limitation, the conditions 
set forth in subsections (a), (b), (f) and (g) of Section 3.02 and 
compliance with the provisions of the Business Plans); and (iv) 
shall provide the information required in Section 3.02(b), if ap- 
plicable at the time of such request. As long as Kenneth 
Leventhal & Co. continues to be retained by the Borrower in its 
current capacity, each Notice of Borrowing shall be accompanied by 
a special procedures report in form and substance satisfactory to 
the Required Banks prepared by Kenneth Leventhal & Co. and signed 
by an authorized representative of Kenneth Leventhal & Co. No 
more than one Notice of Borrowing shall be given, nor more than 
one Borrowing made, on any one day. 

(b) Without in any way limiting the Borrower's obligation to 
confirm in writing any telephonic notice, the Agent may act with- 
out liability upon the basis of telephonic notice believed by the 
Agent in good faith to be from the Borrower prior to receipt of 
written confirmation. In each such case, the Borrower hereby 
waives the right to dispute the Agent’s record of the terms of 
such telephonic Notice of Borrowing. 


i (c) The Agent shall promptly give each Bank telephonic no- 

tice (followed promptly thereafter by a copy of the Notice of Bor- 
rowing and the related special procedures report) of the proposed 
- Borrowing, of such Bank’s Pro Rata Share thereof and of the other 

< matters covered by the Notice of Borrowing. 

Section 2.03. Disbursement of Funds . (a) No later than 
noon (New York time) on the date of - each Borrowing, each Bank will 
make available in Dollars and in immediately available funds at 
the Payment Office its Pro Rata Share of the principal amount cf 
the Borrowing requested to be made on such date. The Agent will 
make available to the Borrower the aggregate of the amounts (if 
any) so made available by the Banks. 
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(b) No Bank shall be responsible for any default by any 
other Bank in its obligation to make Loans, and each Bank shall be 
obligated to make the Loans provided to be made by it, regardless 
of the failure of any other Bank to fulfill its Commitment. In 
connection with any Borrowing hereunder (other than the initial 
Borrowing), no Bank shall be obligated to advance more than its 
Pro Rata Share of such Borrowing. 

Section 2.04. Note s . The Borrower's obligation to pay the 
principal of, and interest on, the Loans made by each Bank shall 
be evidenced by a promissory note delivered to such Bank (each, as 
it may be amended, supplemented or modified from time to time to 
the extent necessary, and only to the extent necessary, to conform 
the terms thereof to amendments, supplements or modifications to 
this Agreement made in accordance with Section 8.02, a "Note" and 
collectively, the "Notes") substantially in the form of Exhibit A 
hereto, with blanks appropriately completed in conformity herewith 
and therewith, to be executed and delivered both by the Borrower 
and his Affiliate, The Trump-Equitable Fifth Avenue Company. Each 
holder of a Note may record Loans and repayments of Loans and pay- 
ments of interest on one or more attachments to such Note, all of 
which attachments shall be deemed a part of such Note and shall be 
conclusive evidence of such advances, repayments and payments in 
the absence of evidence to the contrary. Each holder of a Note 
shall, upon written request from the Borrower to such holder, send 
the Borrower a copy of all attachments to such Note at the time of 
such request. The failure of any holder of a Note to properly 
record any Loans, repayments or payments on the attachments to 
such Note, including any attachments copies of which are provided 
to the Borrower, shall not affect the Borrower's obligations here- 
under or thereunder. 

Section 2.05. Letters of Credit . 

(a) In addition to the Borrower requesting that the Banks 
make Leans pursuant to Section 2.02, the Borrower may request, m 
accordance with the provisions of this Section 2.05, that the Is- 
suing 3ank issue Letters of Credit on behalf of all of the Banks 
for the account of the Borrower and for the business purposes of 
the Borrower's properties and businesses generally (rather than 
for the benefit of any specific asset or business), each consis- 
tent with the Business Plans, or to be used in connection with the 
employment of a Senior Executive Officer; provide d that (i) the 
Borrower shall not request that the Issuing Bank Tssue any Letter 
of Credit if, after giving effect to such issuance, the Total Uti- 
lization of Commi tments would exceed the Commitments, (ii) in no 
event shall the Issuing Bank issue (x) any Letter of Credit having 
any expiration date later than the Initial Maturity Date, or, in 
the event that the Extension has occurred prior to the issuance of 
such Letter of Credit or prior to any request from the Borrower to 
extend the expiration date of any then outstanding- Letter of Cred- 
it beyond the Initial Maturity Date, the Extended Maturity Date, 
or (y) any Letter of Credit having ar. expiration date more than 
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one year after its date of issuance provided that this clause (y) 
shall not prevent the Issuing Bank from agreeing, with the consent 
of the Required Banks, that a Letter of Credit will automatically 
be renewed at the end of each year for a period not to exceed one 
year (subject, however, to the provisions of sub-clause (x) of 
this clause (ii)) if the Issuing Bank does not cancel such renew- 
al, provided further that the Issuing Bank shall not permit any 
such renewal if it has been notified by any Bank that a Default or 
an Event of Default has occurred and is then continuing unless the 
consent of the Required Banks to such renewal has been obtained 
notwithstanding the continuance of such Default or Event of De- 
fault and (iii) the Borrower shall not request that the Issuing 
Bank issue any Letter of Credit if, after giving effect to such 
issuance, the Letter of Credit Usage would exceed the lesser of 
(A) the aggregate Commitments as in effect at the time minus the 
aggregate amount of all outstanding Loans and (B) $5,000,000 plus 
an amount, not in excess of $3,000,000, equal to the face amount 
of any Letter of Credit used in connection with the employment of 
a Senior Executive Officer. The issuance of any Letter of Credit 
in accordance with tr.e provisions of this Section 2.05 shall be 
given effect in tne calculation of the Total Utilization of Com- 
mitments and shall require the satisfaction of each condition set 
forth in Section 3.03. 

Each Letter of Credit may provide that the Issuing Bank may 
(but shall not be required to) pay the beneficiary thereof upon 
the occurrence of an Event of Default hereunder and the accelera- 
tion of the maturity of the Loans or, if payment is not then due 
to the beneficiary, provide for the deposit of funds in an account 
to secure payment to the beneficiary and that any funds so depos- 
ited shall be either (i) paid to the beneficiary of the Letter of 
Credit if conditions to such payment are satisfied or (ii) re- 
turned to the Issuing Bank for distribution to the Banks (or, if 
all obligations hereunder to the Banks shall have been indefeasi- 
bly paid in full, to the Borrower) to the extent any such funds 
remain after the final date available for drawings under the Let- 
ter of Credit has passed. Each payment or deposit of funds by the 
Issuing Bank as provided in this paragraph shall be treated for 
all purposes of this Agreement as a drawing duly honored by such 
Issuing Bank under the related Letter of Credit. 

(b) Whenever the Borrower desires the issuance of a Letter 
of Credit, the Borrower shall deliver to the Agent a written no- 
tice at least ten Business Days, or in each case such shorter 
period (but in no event less than five Business Days) as may be 
agreed to by the Issuing Ban* in any particular instance, m ad- 
vance of the proposed date of issuance. For purposes of the fore- 
going provision, notice received after 1:00 P.M. (New York time) 
shall be deemed to have been given on the following Business Day. 
The notice shall be certified by each Certifying Person of the 
Borrower and shall specify (i) the proposed date of issuance 
(which shall be a Business Day), (ii) the face amount of the Let- 
ter of Credit, (iii) the expiration date of the Letter of Credit, 
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(iv) the name and address of the beneficiary and (v) the business 
purpose for which such Letter of Credit is required in sufficient 
detail to demonstrate compliance with Section 5.01(h). The notice 
shall also certify as to- the Borrower's compliance with all condi- 
tions precedent to the issuance of the proposed Letter of Credit 
{including, without limitation, the conditions set forth in Sec- 
tion 3.03). So long as Kenneth Leventhal & Co. continues to be 
retained by the Borrower as a special financial consultant, the 
notice shall be accompanied by a special procedures report in form 
and substance satisfactory to the Required Banks prepared by 
Kenneth Leventhal & Co. and signed by an authorized representative 
of Kenneth Leventhal & Co. The Agent shall promptly give each 
Bank a copy of the notice and the accompanying special procedures 
report. Prior to the date of issuance, the Borrower shall deliver 
to the Issuing Bank an executed application for such Letter of 
Credit in the form customarily required by the Issuing Bank for 
the issuance of letters of credit, and shall specify a precise 
description of the documents and the verbatim text of any certif- 
icate to be presented by the beneficiary which, if presented by 
the beneficiary prior to the expiration date of the Letter of 
Credit, would require the Issuing Bank to make payment under the 
Letter of Credit; provided that (1) the Issuing Bank, in its rea- 
sonable judgment, may require changes in any such documents and 
certificates and (2) notwithstanding anything to the contrary con- 
tained in the application for any Letter of Credit or any other 
document required by the Issuing Bank, the provisions of paragraph 
(f) below relating to commissions and the applicable interest rate 
with respect to drawings made under any Letter of Credit shall be 
applicable to each Letter of Credit. In determining whether to 
pay under any Letter cf Credit, the Issuing Bank shall be respon- 
sible only to determine that the documents and certificates re- 
quired to be delivered under that Letter of Credit have been de- 
livered and that they comply on their face with the requirements 
of that Letter of Credit. 

(c) Subject to the terms and conditions of this Section 2.05 
and Section 3.03, the Issuing Ban< shall, on the requested date, 
issue a Letter of Credit on behalf of the Borrower in accordance 
with such Issuing Bank's usual and customary business practices. 
Promptly after issuance of a Letter of Credit, the Issuing Bank 
shall notify each Bank of the issuance and the amount of each such 
Bank's respective participation therein. 

Immediately upon the issuance of each Letter of Credit, each 
Bank shall be deemed to, and hereby agrees to, have irrevocably 
purchased from the Issuing Bank a participation in such Letter of 
Credit and drawings thereunder in an amount equal to such Bank's 
Pro Rata Share of the maximum amount which is or at any time may 
become available to be drawn thereunder. This provision is solely 
for the benefit of the Issuing Bank and the Banks, and none cf the 
Borrower, any of his Affiliates or any beneficiary of any Letter 
of Credit may enforce or rely on it. Demands by beneficiaries of 
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Letters of Credit may not be made on any Bank other than the Issu- 
ing Bank. 

(d) In the event of any request for drawing under any Letter 
of Credit by the beneficiary thereof, the Issuing Bank shall im- 
mediately notify the Borrower and the other Banks, and the Borrow- 
er shall reimburse the Issuing Bank on the day on which such draw- 
ing is honored in an amount in same day funds equal to the amount 
of such drawing; provided that, anything contained in this Agree- 
ment to the contrary notwithstanding, (i) unless the Borrower 
shall have notified the Agent and the Issuing Bank prior to 11:00 
A.M. (New York time) on the date of such drawing that the Borrower 
intends to reimburse the Issuing Bank for the amount of such draw- 
ing with funds other than the proceeds of the Loans, the Borrower 
shall be deemed to have given a Notice of Borrowing to the Agent 
requesting the Banks to make Loans on the date on which such draw- 
ing is honored in an amount equal to the amount of such drawing, 
and (ii) subject to satisfaction or waiver of the conditions spe- 
cified in Section 2.01(e) and Section 3.02, the Banks shall, on 
the date of such drawing, make Leans in the amount of such draw- 
ing, the proceeds of which shall be applied directly by the Agent 
to reimburse the Issuing Bank for the amount of such drawing; and 
provided further that if for any reason proceeds of Loans are not 
received by the Issuing Bank on such date in an amount equal to 
the amount of such drawing, the Borrower shall reimburse the Is- 
suing Bank on the Business Day immediately following the date of 
such drawing, in an amount in same day funds equal to the excess 
of the amount of such drawing over the amount of such Loans, if 
any, as shall be so received, plus accrued interest on such amount 
at the rate set forth in Section 2.05(f){ii). 

(e) If the Borrower shall fail to reimburse the Issuing 3ank 
as provided in Section 2.05(d) in an amount equal to the amount of 
any drawing honored by the Issuing Bank under a Letter of Credit 
issued by it and if Loans are not made in such aggregate amount as 
provided in Section 2.05(d) for any reason whatsoever (including, 
without limitation, the failure to satisfy any condition precedent 
set forth in Section 3.02), the Issuing Bank shall promptly notify 
each Bank of the unreimbursed amount of such drawing and of such 
Bank's respective participation therein based on such Bank's Pro 
Rata Share. Each Bank shall make available to the Issuing Bank an 
amount equal to its respective participation, in same day funds, 
at the office of such Issuing Bank specified in such notice (or if 
no address is specified, at the Payment Office) not later than 
1:00 P.M. (New York time) on the Business Day after the date noti- 
fied by the Issuing Bank. If any Bank fails to make available to 
the Issuing Bank the amount of such Bank's participation in such 
Letter of Credit as provided in this Section 2.05(e), the Issuing 
Bank shall be entitled to recover such amount on demand from such 
Bank together with interest at the customary rate set by the Issu- 
ing Bank for the correction of errors among banks for one Business 
Day and thereafter at the Prime Lending Rate. If the Issuing Bank 
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shall not recover such amount from such defaulting Bank# the Issu- 
ing Bank shall promptly notify each other Bank of such defaulted 
amount and of such Bank's respective participation therein based 
on such Bank’s Pro Rata Share (recalculated based on the default- 
ing Bank's Pro Rata Share being zero). Each sucn other Bank shall 
make available to the Issuing Bank an amount equal to its respec- 
tive participation in such defaulted amount, in same day funds, at 
the office of such Issuing Bank specified in such notice, not 
later than 1 ? 0 0 P.M. (New York time) on the Business Day after the 
date notified by the Issuing Bank. Nothing in this Section 2.05 
shall be deemed to prejudice the right of any Bank to recover from 
the Issuing Dank any amounts made available by such Bank to the 
Issuing Bank pursuant to Section 2.05(d) or 2.05(e) if it is de- 
termined by a court of competent jurisdiction that the payment 
with respect to a Letter of Credit by the Issuing Bank in respect 
of which payment was made by such Bank constituted gross negli- 
gence or willful misconduct on the part of the Issuing Bank. 

The Issuing Bank shall distribute to each other Bank which 
has paid all amounts payable by it under Section 2.05(d) or 
2.05(e) with respect to any Letter of Credit issued by the Issuing 
Bank such other Bank's allocable share of all payments received by 
the Issuing Bank from the Borrower or any defaulting Ban* in reim- 
bursement of drawings honored by the Issuing Bank under such Let- 
ter of Credit when such payments are received. 

(f) The Borrower agrees to pay the following amounts to the 
Issuing Bank with respect to each Letter of Credit issued by it: 

(i) a nonref undable commission equal to 1-3/4% per an- 
num cf the maximum amount available from time to time to be 
drawn under such Letter of Credit, payable in advance on the 
day such Letter of Credit is issued and thereafter on the 
first Business Day of each calendar quarter (prorated for the 
quarters in which such Letter of Credit is issued, expires or 
is drawn) and calculated on the basis of a 360-day year and 
the actual number of days elapsed; 

(ii) with respect to drawings made under any Letter of 
Credit, interest, payable on demand, on the amount paid by 
the Issuing Bank in respect of each such drawing from the 
date of the drawing through the date such amount is reim- 
burses by the Borrower (including any such reimbursement out 
of the proceeds of Leans pursuant to Section 2.05(d)) at a 
rate that is at all times equal to 3% per annum in excess of 
the rate otherwise payable with respect to Loans pursuant to 
Section 2.06; and 

(iii) documentary and processing charges in accordance 
with the Issuing Bank's standard schedule for such charges in 
effect with respect to letters of credit, including, without 
limitation, issuance, amendment, transfer or drawing fees, as 
the case may be. 
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Promptly upon receipt by the Issuing Bank of any amount de- 
scribed in clause (i) or (ii) of this Section 2.05(f), the Issuing 
Bank shall distribute to each non-defaulting Bank its Pro Rata 
Share of such amount. 

(g) The obligation of the Borrower to reimburse the Issuing 
Bank for drawings made under all Letters of Credit issued by it 
and the obligations of the Banks under Section 2.05(e) shall be 
unconditional and irrevocable and shall be paid strictly in ac- 
cordance with the terms of this Agreement under all circumstances, 
including, without limitation, the following circumstances: 

(i) any lack of validity or enforceabili ty of any Let- 
ter of Credit; 

(ii) tne existence of any claim, set-off, defense or 
other right that the Borrower may have at any time against 
the beneficiary or any transferee of any Letter of Credit (or 
any persons or entities for whom any such transferee may be 
acting), any Bank or any other Person, whether in connection 
with this Agreement, the transactions contemplated herein or 
any unrelated transaction (including any underlying transac- 
tion between the Borrower or one of the Grantors and the ben- 
eficiary for which the Letter of Credit was procured); 

(iii) any draft, demand, certificate or any other docu- 
ment presented under any Letter of Credit proving to be 
forged, fraudulent, invalid or insufficient in any respect or 
any statement therein being untrue or inaccurate in any re- 
spect ; 

(iv) payment by the Issuing Bank under any Letter of 
Credit against presentation of a demand, draft or certificate 
or other document that does not comply with the terms of such 
Letter of Credit, provided such payment does not constitute 
gross negligence or willful misconduct of the Issuing Bank; 

(v) any adverse change in the condition (financial or 
otheryise) of the Borrower; 

(vi) any breach of this Agreement or any other Loan 
Document by any Person a party thereto, the Agent or any Bank 
(other than the Issuing Bank); 

(vii) any other circumstance or occurrence whatsoever 
which is similar to any of the foregoing; or 

(viii) the fact that an Event of Default shall have 
occurred and be continuing. 

(h) If by reason of (x) any change in any applicable law, 
regulation, rule, decree or regulatory requirement or any change 
in the interpretation or application by any judicial or regulatory 
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authority of any law, regulation, rule, decree or regulatory- re- 
quirement or (y) compliance by the Issuing Bank or any Bank with 
any direction, request or requirement (whether or not having the 
force of law) of any governmental or monetary authority, includ- 
ing, without limitation, Regulation D: 

(i) the Issuing Bank or any Bank shall be subject to 
any tax, levy, charge or withholding of any nature or to any 
variation thereof or to any penalty with respect to the main- 
tenance or fulfillment of its obligations under this Section 
2.05, whether directly or by such being imposed on or suf- 
fered by the Issuing Bank or any Bank; 

(ii) any reserve, special deposit, premium. Federal 
Deposit Insurance Corporation assessment, capital adequacy or 
similar requirement is or shall be applicable, imposed cr 
modified in respect of any Letters of Credit issued by the 
Issuing Bank or participations therein purchased or to be 
purchased by any Bank; or 

(iii) there shall be imposed on the Issuing Ban< or any 
Bank any other condition regarding this Section 2.05, any 
Letter of Credit or any participation therein? 

and the result of the foregoing is directly or indirectly to in- 
crease the cost to the Issuing Bank or any Bank of issuing, agree- 
ing to purchase, making or maintaining any Letter of Credit or of 
purchasing or maintaining any participation therein, or to reduce 
the amount receivable in respect thereof by the Issuing Bank or 
any Bank, then and in any such case the Issuing Bank or such 3ank 
may, at any time within a reasonable period after the additional 
cost is incurred or the amount received is reduced, so notify the 
Borrower, and the Borrower shall pay on demand such amounts as the 
Issuing Bank or such Bank may specify tc be necessary to compen- 
sate the Issuing Bank or such Bank for such additional cost or 
reduced receipt, together with interest on such amount from the 
date demanded until payment in full thereof at a rate equal at all 
times to the rate payable with respect to Loans pursuant to Sec- 
tion 2.06. The determination by the Issuing Bank or any 3an<, as 
the case may be, of any amount due pursuant to this Section 2.05 
as set forth in a certificate setting forth the calculation there- 
of in reasonable derail, shall, in the absence of manifest error, _ 
be final and conclusive and binding on all of the parties hereto. 

(i) In addition to amounts payable as elsewhere provided in 
this Section 2.05, the Borrower hereoy agrees to protect, indem- 
nify, pay and hold the Issuing 3ank harmless from and against any 
and all claims, demands, liabilities, damages, losses, costs, 
charges and expenses (including reasonable attorneys’ fees and 
allocated costs of internal counsel) which the Issuing Bank may 
incur or be subject to as a consequence, direct or indirect, of 
(l) the issuance of any Letter of Credit, other than as a result 
of the gross negligence or willful misconduct of the Issuing 3ank 
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as determined uy a court of competent jurisdiction or (ii) the 
failure of the Issuing Bank to honor a drawing under any Letter of 
Credit as a result of any act or omission, whether rightful or 
wrongful, of any present, or future de jure or de facto government 
or governmental authority. 

As between the Borrower and the Issuing Bank, the Borrower 
assumes all risks of the acts and omissions of, or misuse of the 
Letters of Credit issued by the Issuing Bank by, the respective 
beneficiaries of such Letters of Credit. In furtherance and not 
in limitation of the foregoing, the Issuing Bank shall not be re- 
sponsible: (i) for the form, validity, sufficiency, accuracy, 

genuineness or legal effect of any document submitted by any party 
in connection with the application for and issuance of such Let- 
ters of Credit, even if it should in fact prove to be in any or 
all respects invalid, insufficient, inaccurate, fraudulent or 
forged; (ii) for the validity or sufficiency of any instrument 
transferring or assigning or purporting to transfer or assign any 
such Letter of Credit or the rights or benefits thereunder or pro- 
ceeds thereof, in whole or in part, which may prove to be invalid 
or ineffective for any reason; ( i i i ) for failure of the benefi- 
ciary of any such Letter of Credit to comply fully with conditions 
required in order to draw upon such Letter of Credit, which does 
not constitute gross negligence or willful misconduct on the part 
of the Issuing Bank as determined by a court of competent juris- 
diction; (iv) for errors, omissions, interruptions or delays in 
transmission or delivery of any messages, by mail, cable, tele- 
graph, telex or otherwise, whether or not they be in cipher; (v) 
for errors in interpretation of technical terms; (vi) for any loss 
or delay m the t raitsmi ss ion or otherwise of any document required 
in order to make a drawing under any such Letter of Credit or of 
the proceeds thereof; (vii) for the misapplication by the benefi- 
ciary of any such Letter of Credit of the proceeds of any drawing 
under such Letter of Credit; and (viii) for any consequences aris- 
ing from causes beyond the control of the Issuing Bank, including, 
without limitation, any Governmental Acts, None of the above 
shall affect, impair, or prevent the vesting of any of the Issuing 
Bank’s rights or powers hereunder. 

In furtherance and extension and not in limitation of the 
specific provisions hereinabove set forth, any action taken or 
omitted by the Issuing Bank under or in connection with the Let- 
ters of Credit issued by it or the related certificates, if taken 
or omitted in good faith, and not with gross negligence or willful 
misconduct as determined by a court of competent jurisdiction, 
shall not put the Issuing 3ank under any resulting liability to 
the Borrower. The Borrower acknowledges and agrees that no other 
Bank will have any liability for any action taken or omitted by 
the Issuing Bank in connection with the Letters of Credit with 
gross negligence or willful misconduct. 
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Notwithstanding anything to the contrary contained in this 
Section 2.05(i), the Borrower shall have no obligation to indem- 
nify the Issuing Bank in respect of any liability incurred by the 
Issuing Bank arising solely out of the gross negligence or willful 
misconduct of the Issuing Bank, as determined by a court of compe- 
tent jurisdiction, or out of the wrongful dishonor by the Issuing 
Bank of a proper demand for payment made under the Letters of 
Credit issued by it. 

Section 2.06. Interest . (a) The Borrower shall pay inter- 
est in respect of the unpaid principal amount of each Loan from 
the date thereof to maturity (whether by acceleration or other- 
wise) at j rate per annum which shall be 1% per annum in excess of 
the Prime Lending Rate in effect from time to time. 

(b) Overdue principal and, to the extent permitted by law, 
overdue interest in respect of each Loan and all other overdue 
amounts owing hereunder shall bear interest for each day that such 
amounts are overdue at a rate per annum equal to 4% per annum in 
excess of the Prime Lending Rate in effect from time to time. 

(c) Interest on each Loan shall accrue from and including 
the day such Loan is made hereunder to but excluding the day any 
such Loan is repaid hereunder (after giving effect to Section 
2.11) and shall be payable on the last Business Day of each month 
and on any prepayment (on the amount prepaid), at maturity 
(whether by acceleration or otherwise) and, after maturity, on 
demand . 

Section 2.07. Ext e nsion of Maturity . 

(a) Subject to satisfaction of the Extension Conditions set 
forth in paragraph (b) below, the Borrower may, at any time on or 
after the date which is 90 days prior to the Initial Maturity Date 
and on or before the date which is 30 days prior to the Initial 
Maturity Date, by written notice (or telephone notice promptly 
confirmed in writing) to the Agent, extend the maturity date of 
the Loans (the "Extension*') from the Initial Maturity Date to the 
Extended Maturity Date. Such request shall be accompanied by 

(i) the Borrower's proposed business plan for the period from the 
Initial Maturity Date to and including the Extended Maturity Date 
(the "Extension Business Plan"); and (ii) a certificate signed by 
each of the Borrower's Certifying Persons certifying as to the 
satisfaction of each of the conditions in clauses (i)-(iii) of 
paragraph (b) below as of the date of such request. 

(b) The Extension is subject to the following conditions 
precedent ithe "Extension Conditions") having been satisfied or 
duly waived in writing by each Bank at the time or times specified 
below : 


- 24 - 


373 


(i) both at the time of the Borrower's request for the 
Extension and at the time of the commencement of the Exten- 
sion there shall exist no Default or Event of Default; 

(Li) both at the time of the Borrower's request for the 
Extension and at the time of the commencement of the Exten- 
sion all representations and warranties contained herein or 
in any of the other Loan Documents shall be true and correct 
in all material respects with the same effect as though such 
representations and warranties had been made on and as of the 
date of the request or the commencement of the Extension, as 
the case may be, except to the extent such representations 
and warranties speak as of a certain date and (with respect 
to all representations and warranties except those in Sec- 
tions 4.05(c) and 4.06) except to the extent changes in the 
facts or ci rcumstances as to which such representations and 
warranties are made occurred since the Effective Date without 
violating or breaching any provision of this Agreement; pro- 
vided that the Borrower shall have disclosed those represen- 
tations and warranties which are no longer true and correct 
due to such changes in facts or circumstances, the extent to 
which they are no longer true and correct and the particular 
facts or circumstances causing them to be no longer true and 
correct in either the certificate specified in paragraph (a) 
above, the certificate in clause (vii) below, or both, as ap- 
plicable; 

(iii) the Borrower shall have conducted, and shall have 
caused each of his Affiliates to conduct, his cr its business 
in compliance in all material respects with the Business 
Plans at all times prior to the request or the commencement 
of the Extension; 

<iv) at the time of the request for the Extension, the 
Borrower shall have provided to the Banks the Extension Busi- 
ness Plan, which, at the time of the commencement of the Ex- 
tension, shall be in form, scope and substance reasonably 
satisfactory to each of the Banks; 

(v) prior to the commencement of the Extension the Bor- 
rower shall have delivered Substitute Letters of Credit to 
replace the then outstanding Substitute Letters of Credit, or 
amendments to the then existing Substitute Letters of Credit, 
extending the expiration date thereof to the ninety-first 
(91st) day following the Extended Maturity Date (or any com- 
bination of replacements and amendments so long as all Sub- 
stitute Letters of Credit are so extended) and in all other 
respects identical to the outstanding Substitute Letters of 
Credit being replaced or otherwise in form and substance, and 
issued by a bank, satisfactory to the Required Banks; 

(vi) prior to the commencement of the Extension, the 
Borrower shall have delivered evidence satisfactory to the 
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Required Banks that it has obtained ail consents and licens- 
es, in form and substance satisfactory to the Required Banks, 
from third parties (including, without limitation, the Casino 
Control Commission ,' the Division of Gaming Enforcement and 
any other Governmental Authorities) necessary to permit the 
Extension and the continued Lien in the Collateral granted 
under the Security Documents; and 

(vii) the Borrower shall have delivered to the Agent on 
the Initial Maturity Date a certificate signed by each of the 
Borrower's Certifying Persons certifying as to the satisfac- 
tion of each of the Extension Conditions in clauses (i)-(iii) 
as of the Initial Maturity Date. 

Section 2.08. Prepayments ♦ 

( a ) Voluntary Prepayments . 

The Borrower may, upon at least two Business Days' irrevo- 
cable written notice (or telephone notice promptly confirmed in 
writing) to the Agent, prepay the Leans at any time in whole, or 
from time to time in part, in amounts aggregating $1,000,000 or 
any multiple of $1,000,000, by paying the principal amount to be 
prepaid together with accrued interest thereon to the date of pre- 
payment. Each such optional prepayment shall be applied to prepay 
the Loans of the several Banks in accordance with their respective 
Pro Rata Shares. 

(b) Mandatory Prepayments . 

(i) Concurrently with any reduction of the Commitments 
pursuant to Section 2.09, the Borrower shall prepay such 
amount of each Bank's outstanding Loans, if any, and, if all 
such Loans shall have been prepaid in full and any Letter of 
Credit shall remain outstanding, pledge to the Agent for the 
benefit of the Banks on terms acceptable to the Required 
Banks certificates of deposit issued by Bankers Trust Company 
(such certificates of deposit so pledged are collectively 
referred to herein as the "Letter of Credit Collateral") in 
such amount (not in excess of the then outstanding Letter of 
Credit Usage determined without giving effect to the Letter 
of Credit Collateral then being pledged) as may be necessary 
so that after such prepayment and the pledging of such Letter 
of Credit Collateral the sum of (A) the aggregate unpaid 
principal amount of such Bank's Loans and (B) such Bank's Pro 
Rata Share of the Letter of Credit Usage, as then determined 
(after giving effect to the Letter of Credit Collateral then 
being pledged), does not exceed the amount of such Bank's 
Commitment as then reduced. Each prepayment made pursuant to 
this Section shall be accompanied by all interest accrued on 
the amount prepaid to the date of such prepayment. 
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(ii) Subject to paragraph (iv) below, upon receipt by 
the Agent or the Borrower or any of his Affiliates of Net 
Cash Proceeds of any Capital Event, (A) the Borrower shall 
prepay the Loans iv an amount *^ial to such Net Cash Proceeds 
{subject to the proviso below) on the date of the occurrence 
of such Capital Event, and upon receipt of any cash payment 
on any note or other obligation constituting Net Cash Pro- 
ceeds of one or more Capital Events, the Borrower shall pre- 
pay the Loans in an amount equal to such cash payment or (B) 
in the event that either prior to such receipt of Net Cash 
Proceeds or after such prepayment of the Loans in an amount 
equal to a part (but not all) of such Net Cash Proceeds no 
Loans shall remain outstanding but any Letter of Credit shall 
remain outstanding, the Borrower shall pledge to tne Agent 
for the benefit of the Banks Letter of Credit Collateral in 
an amount equal to the lesser of (I) the then outstanding 
Letter of Credit Usage determined without giving effect to 
the Letter of Credit Collateral then being pledged or (II) 
such Net Cash Proceeds or such excess Net Cash Proceeds (as 
the case may be); unless in case of both prepayments under 
(A) and collateralization under (B), prior to such time the 
Borrower has satisfied the Collateralization Condition; pro- 
vided that there shall first be deducted from Net Cash Pro- 
ceeds' and paid to the Agent, before they are applied either 
to Loans or Letter of Credit Collateral in accordance with 
this paragraph (ii) or toward satisfaction cf the Collateral- 
ization Condition in accordance with paragraph (iv) below, 
all amounts owed to the Agent under Section 8.04 to the ex- 
tent arising in connection with the exercise of Foreclosure 
Rights in respect of any Capital Event. Concurrently with 
the making of any prepayment or pledging of any Letter of 
Credit Collateral pursuant to this Section 2.08(b)(ii), upon 
the request of any Bank or the Agent the Borrower shall de- 
liver to the Agent a certificate in form and substance satis- 
factory to the Agent demonstrating the derivation of Net Cash 
Proceeds from the gross sales price of any related Capital 
Event. Prior to the satisfaction of the Collateralization 
Condition, the Borrower shall give the Agent ten days’ prior 
notice of the consummation of any Capital Event and shall 
cause any Net Cash Proceeds arising as a result thereof to be 
delivered directly from the other party to such Capital Event 
to the Agent for distribution to the Banks pursuant to this 
Agreement. 

(iii) Until such time as the Collateralization Con- 
dition has been satisfied, the Borrower shall repay the Loans 
in an amount equal to 100% of Excess Cash Balances as at the 
end of each month, commencing February 1991, on or before the 
fifth Business Day of the next month. Such payment shall be 
accompanied by a certificate, certified by each Certifying 
Person of the Borrower, demons t rat ing the calculation of such 
amount in reasonable detail and certifying that such calcula- 
tion is accurate and complete. 
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{iv) At his option, the Borrower may satisfy all or a 
portion of his obligation to prepay the Loans or pledge Let- 
ter of Credit Collateral in respect of a Capital Event pursu- 
ant to paragraph (ii) above in respect of any Collateral, (A) 
by delivering to the Agent for the benefit of the Banks, at 
or before the closing of such Capital Event, a Substitute 
Letter of Credit, in an amount not in excess of the Net Cash 
Proceeds of such Capital Event or (B) by delivering to the 
Agent, at or before the closing of such Capital Event, Cash 
Collateral; provided that (I) with respect to any single Cap- 
ital Event, the Cash Collateral so pledged shall not exceed 
an amount equal to 62.5% of the applicable Net Cash Proceeds, 
with the other 37.5% of the applicable Net Cash Proceeds be- 
ing applied in repayment of the Loans or pledging of Letter 
of Credit Collateral pursuant to paragraph (ii) above, and 
{II) with respect to all Capital Events, the Cash Collateral 
so pledged shall not exceed $40,000,000 at any one time out- 
standing. The amount of such Cash Collateral or Substitute 
Letter of Credit shall be subtracted from the Net Cash Pro- 
ceeds of the relevant Capital Event to determine the amount 
of the required prepayment of the Loans pursuant to paragraph 
(ii) above. All interest actually earned on all Cash Collat- 
eral and paid thereon in each month from and after the month 
in which the date hereof occurs shall be held by the Agent as 
additional Cash Collateral until the fifth Business Day of 
the following month at which time it shall be paid to the 
Banks pursuant to paragraph { i i i ) above (without giving ef- 
fect to the limitation imposed by the February 1991 date set 
forth therein); provided , that after the Collateralization 
Condition has been satisfied such interest shall instead con- 
stitute Operating Cash Flow under the Override Agreement (as 
defined therein) and shall be delivered to the agent there- 
under for application in accordance with the terms thereof. 

(v) In the event that the sum of the outstanding prin- 
cipal amount of Loans and the outstanding Letter of Credit 
Usage at any one time is less than the prepayment or pledging 
of Letter of Credit Collateral which would otherwise be due 
at such time pursuant to paragraph (ii) (after giving effect 
to paragraph (iv), if applicable), the Borrower shall deliver 
to the Agent (A) Substitute Letters of Credit in the amount 
of the excess of such Net Cash Proceeds over the sum of such 
outstanding principal amount of Loans and such outstanding 
Letter of Credit Usage, (B) Cash Collateral in an amount 
equal to 62.5% of the excess of such Net Cash Proceeds over 
the sum of such outstanding principal amount of Loans and 
such outstanding Letter of Credit Usage or (C) Substitute 
Letters of Credit and Cash Collateral in amounts such that 
the aggregate amount of such Substitute Letters of Credit and 
160% of such Cash Collateral is equal to the excess of such 
Net Cash Proceeds over the sum of such outstanding principal 
amount of Leans and such outstanding Letter of Credit Usage. 
Any Net Cash Proceeds remaining after the delivery, pursuant 
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to this clause (v), of such Substitute Letters of Credit and 
Cash Collateral shall be delivered to the agent under the 
Override Agreement to be applied in accordance with the terms 
thereof. 

(vi) In the event that the Collateralization Condition 
has been satisfied or all Loans and Notes have been repaid, 
no Letters of Credit remain outstanding and no Commitments 
continue to exist, all Net Cash Proceeds at the time or 
thereafter in the possession of the Agent shall be distrib- 
uted by the Agent to the agent under the Override Agreement 
for application in accordance with the terms thereof. 

{ c ) Notice; Application of Prepayments . Upon receipt of a 
notice of prepayment pursuant to this Section 2.08, the Agent 
shall promptly notify each Bank of the contents thereof and of 
such Bank’s Pro Rata Share of such prepayment. All prepayments 
shall include payment of accrued interest on the principal amount 
so prepaid and shall be applied to payment of interest before ap- 
plication to principal. 

Section 2.09. Reduction or Termination of Commitments . 

(a) Mandatory Reduction of Commitments. The Commitments 
shall be permanently reduced on the date any prepayment of the 
Loans is made or Letter of Credit Collateral is pledged, each pur- 
suant to Section 2.08(b) (ii), by an amount equal to the amount of 
such prepayment or pledge. The Commitments shall also be perma- 
nently reduced on the date Cash Collateral is delivered to the 
Agent pursuant to Section 2.08(b) (v) (B) or (C) by an amount equal 
to 60% of such Cash Collateral. 

(b) Optional Termination or Reduction of Commitments . The 
Borrower may, upon at least fifteen Business Days' not ice to the 
Agent, terminate entirely at any time, or proportionately reduce 
from time to time by an aggregate amount of $1,000,000 or any mul- 
tiple of $1,000,000, the unused portion of the Commitments; pro- 
vided that any such reduction shall apply to the Commitment o? 
each Bank on the basis of its Pro Rata Share. If the Commitments 
are terminated in their entirety, all accrued Commitment fees 
shall be payable on the effective date of such termination. 

Section 2.10. Fees . (a) The Borrower shall pay to the 
Agent for the account of and distribution to each Bank in accor- 
dance with its Pro Rata Share a commitment fee for the period com- 
mencing on the Effective Date to but excluding the Final Maturity 
Date (or such earlier date as the Commitments shall have been ter- 
minated) computed at a rate equal to 1/2 of 1% per annum on the 
average daily unused portion of the Commitments (which, for the 
period beginning on the Effective Date and ending on the date of 
the initial Loan, shall be $45,000,000 for purposes of this provi- 
sion and which shall be calculated treating any outstanding Letter 
of Credit Usage as a use of the Commitments), payable on the last 
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Business Day of each March, June, September and December, commenc- 
ing September, 1990, and on the Final Maturity Date or such ear- 
lier date as the Commitments shall be terminated. 

(b) The Borrower shall pay to the Agent for its own account 
a nor, ref undable fee of $250,000 payable on the Effective Date and 
an annual nonrefundable fee of $100,000 on each anniversary of the 
Effective Date through the Final Maturity Date. 

Section 2.11. Payments, Etc. (a) Except as otherwise spe- 
cifically provided herein, all payments under this Agreement shall 
be made without defense, set-off or counterclaim to the Agent not 
later than 11:00 A.M. (New York time) on the date when due and 
shall be made in Dollars in immediately available funds at the 
Payment Office. Payments received after such time shall be deemed 
to have been received on the following Business Day. The Agent 
will promptly thereafter distribute to each Bank its Pro Rata 
Share of funds in the form received relating to the payment of 
principal or interest or Commitment fees or other sums payable to 
the Banks hereunder, and will distribute funds in the form re- 
ceived relating to the payment of any other amount payable to any 
Bank to such Bank. 

(b) Whenever any payment to be made hereunder or under any 
Note shall be stated to be due on a day which is not a Business 
Day, the due date thereof shall be extended to the next succeeding 
Business Day and, with respect to payments of principal, interest 
thereon shall be payable at the applicable rate during such exten- 
sion. 

(c) All computations of interest and Commi tment fees shall 
be made on the basis cf a year of 360 days for the actual number 
of days (including the first day but excluding the last day) oc- 
curring in the period for which such interest or Commitment fees 
are payable. Each determination by the Agent of an interest rate 
or fee hereunder shall, except for manifest error, be final, con- 
clusive and binding for all purposes. 

Section 2.12. Reduced Retu-cn . In the event that any Bank 
shall have determined That any law, treaty, governmental (or 
quas i-governmental ) rule, regulation, guideline or order regarding 
capital adequacy (including, in any event, any law, regulation, 
interpretation, guideline or request contemplated by the report 
dated July, 1988 entitled ’’International Convergence of Capital 
Measurement and Capital Standards" issued by the Basle Committee 
on Banking Regulations and Supervisory Practices) or the adoption 
thereof, or any change therein or in the interpretation or ap- 
plication thereof, or compliance by any Bank with any request or 
directive regarding capital adequacy (whether or not having the 
force of law and whether or not failure to comply therewith would 
be unlawful) from any central bank or governmental agency or body 
having jurisdiction, does or shall have the effect of reducing the 
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rate of return on such Bank's capital as a consequence of its ob- 
ligations hereunder (including, without limitation, its undrawn 
Commitments or outstanding Letters of Credit} to a level below 
that which such Bank could have achieved but for such adoption, 
change or compliance (taking into consideration such Bank's poli- 
cies with respect to capital adequacy) by any amount, then the 
Borrower shall from time to time, within 15 days after receipt of 
a written request by such Bank (with a copy to the Agent), pay to 
such Bank additional amounts sufficient to compensate such Bank 
for such reduction. A certificate as to the amount of such reduc- 
tion setting forth the calculation thereof in reasonable detail, 
submitted to the Borrower and the Agent by such Bank, shall, ab- 
sent manifest error, be final, conclusive and binding for all pur- 
poses . 


ARTICLE III. CONDITIONS TO BORROWINGS 

The obligation of each 8ank_to make a Loan to the Borrower 
hereunder is subject to the satisfaction of the following condi- 
tions: 

Section 3.01. Conditions Precedent to Initial Loan . At the 
time of the making by - such Bank of its initial Loan hereunder, all 
obligations of the Borrower hereunder to the Agent or any Bank 
incurred prior to the initial Loans (including, without limita- 
tion, the Borrower's obligation to reimburse the fees and dis- 
bursements of counsel and accountants to the Agent or any Bank and 
any fees payable to the Agent on che Effective Date) shall have 
been paid in full, and the Agent shall have received a sufficient 
number of copies for each Bank of the following, each dated as of 
the date of such initial Loan except to the extent specifically 
provided otherwise, in form and substance satisfactory to each 
Bank : 


(a) a duly completed and executed Note, payable to the 
order of each Bank; 

(b) certified copies of the resolutions (or equivalent 
partnership action) of each Grantor and, if the Grantor is a 
partnership, of each partner of such Grantor which is not an 
individual and whose consent to tne transactions herein or in 
any of the other Loan Documents is necessary or which is an 
Affiliate approving the execution and delivery of such Gran- 
tor’s Guaranty, the Security Documents, and all other Loan 
Documents, if any, to which such Grantor is a party and the 
consummation by such Grantor of the transactions contemplated 
thereby; 

(c) a certificate of the Secretary or an Assistant Sec- 
retary (or equivalent partnership officer) of each Grantor 
certifying the name, title and true signature of each officer 
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of such Grantor authorized co execute such Grantor’s Guar- 
anty , the Security Documents and all other Loan Documents to 
which such Grantor is a parly; 

(d) an opinion of outside counsel to the Sorrower, such 
counsel and opinion to be acceptable to each Bank, addressed 
to the Banks, and covering such other matters as any Bank may 
reasonably request; 

(e) an opinion of outside counsel to each Grantor and 
of counsel to each of the partners whose consent to the 
transactions herein or in any of the other Loan Documents is 
necessary or which is an Affiliate and which is not an indi- 
vidual of each Grantor which is a partnership, such counsel 
and opinion in each case to be acceptable to each Bank, ad- 
dressed to the Banks and covering such other matters as any 
Bank may reasonably request; 

(f) documents reasonably requested by the Agent relat- 
ing to the existence and good standing of each Grantor and, 
if the Grantor is a partnership, of each partner of such 
Grantor which is not an individual and whose consent to the 
transactions herein or in any of the other Loan Documents is 
necessary or which is an Affiliate; 

(g) the Guaranties and all Security Documents duly exe- 
cuted and delivered by each of the parties thereto, in full 
force and effect, and, with respect to those Security Docu- 
ments which are to be recorded, in recordable form, together 
with evidence satisfactory to the Agent that all filings with 
Governmental Authorities necessary to perfect the Liens in 
the Collateral granted under the Security Documents have been 
made and delivery to the Agent of all Collateral possession 
of which is necessary for perfection; 

{h} a lender's policy of title insurance (ALTA Loan 
Policy (10/27/87) with extended coverage) with respect to the 
land, buildings, structures, improvements, easements, 
rights-of-way and other rights and privileges constituting or 
appurtenant to the parcels of real property described on 
Schedule 3.0L<fh) (the "Real Property"), issued as of the date 
of the advance of the initial Loan by a nationally recognized 
title company acceptable to the Required Banks in the amount 
of (the Commitments], insuring in the Banks a valid and sub- 
sisting mortgage lien in the Real Property subject only to 
those Permitted Liens with priority on the date hereof, in- 
cluding such endorsements thereto as any Bank shall request; 

(i) surveys of the Real Property, certified to the 
Banks and the Borrower, containing such certifications as are 
reasonably requested by any Bank and prepared in accordance 
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with the minimum standard detail requirements for land sur- 
veys as adopted by ALTA/ACSM for Class A surveys and other- 
wise in such detail as shall be acceptable to the Required 
Banks; 

{j) all consents and licenses, in form and substance 
satisfactory to the Banks, from third parties (including, 
without limitation, the Casino Control Commission, the Divi- 
sion of Gaming Enforcement and any other Governmental Author- 
ities) necessary to permit the execution, delivery and con- 
summation of this Agreement and each other Loan Document, 
including, without limitation, the effective granting of the 
Liens (including the Liens on Equity Interests of the Casino 
Entities) under the Security Documents which will, on the 
date hereof, be prior to all other Liens except those Per- 
mitted Liens with priority on the date hereof; 

(k) each of the Loan Documents, including the Inter- 
company Notes from each Affiliate of the Borrower (except 
ALIBAN, Inc.), duly executed and delivered by each of the 
parties thereto and in full force and effect, in form and 
substance satisfactory to the Banks; 

(l) evidence satisfactory to the Banks that all condi- 
tions to the effectiveness of the Override Agreement have 
been satisfied or duly waived and that the Override Agreement 
and all documents being executed in connection therewith, 
including all Existing Agreement Amendments, have been fully 
executed and delivered, and that the Closing Date thereunder 
shall have occurred or shall occur contemporaneously with the 
Effective Date, which Override Agreement and all documents 
being executed in connection therewith, including all Exist- 
ing Agreement Amendments, shall be in form, scope and sub- 
stance satisfactory to each Bank; 

(m) a copy of the business plan previously delivered to 
the Banks as an attachment to the June 14, 1990 Report (the 
"Initial Business Plan' 1 ) initialed by the Borrower and, for 
identification purposes only, the Agent; 

(n) a certificate of the Borrower, certifying all Capi- 
tal Events which have occurred since May 1, 1990, in form and 
substance satisfactory to the Banks; 

(c) balance sheets for each of the Borrower and the 
Affiliates of the Borrower listed on Schedule 3.01(o) as at 
May 31, 1990 certified by each Certifying Person of the Bor- 
rower and, for any such Affiliate's balance sheet, each Cer- 
tifying Person of such Affiliate, to be complete and correct 
and fairly present the financial condition of the Borrower 
and each of such Affiliates as at the date thereof in ac- 
cordance with generally accepted accounting principles ap- 
plied on a consistent basis, which principles, in the case of 
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the Borrower, shall include, without limitation. Statement of 
Position (SOP) 82-1, Accounting and Financial Reporting for 
Personal Financial Statements, October 1, 1982, issued by the 
Accounting Standards Division of the American Institute of 
Certified Public Accountants; 

(p) a report in reasonable detail describing all out- 
standing accounts payable and other claims against any of the 
material assets of, or otherwise against, the Borrower and 
his Affiliates, together with a description of the Borrower's 
arrangements already in effect and contractually binding with 
respect to the repayment of such accounts payable and other 
claims, as well as his plans with respect to those accounts 
payable and other claims for which no repayment arrangements 
have yet been established, all sur^ uirangements and plans to 
be in form, scope and substance satisfactory to the Banks; 

(q) such evidence as any Bank shall reasonably request 
that the federal, state and local taxes which the Borrower 
will be required to pay for calendar year 1989 are not in 
excess of $500,000 in the aggregate; 

(r) a note from each of the Borrower's Affiliates 
(other than any of the Casino Entities and any Persons deemed 
to be Affiliates by virtue of clause (ii) or (iv) of the def- 
inition of "Affiliate" herein) payable to the Borrower, in 
form and substance satisfactory to each Bank, evidencing the 
obligation of such Affiliate to pay upon the occurrence of a 
Capital Event an amount equal to all cash and Cash Equiva- 
lents of such Affiliate at such time, each of which notes 
shall be pledged to the Agent for the benefit of the Banks; 

(s) copies of all employment agreements, collective 
bargaining agreements, bonus, pension or retirement plans, or 
vacation pay, insurance or welfare agreements to which any of 
the Borrower and his Affiliates is a party or is subject; and 

(t) such other documents or legal opinions as the Agent 
or any Bank or special counsel to the Agent may reasonably 
request, all in form and substance satisfactory to the Agent 
or such requesting Bank, as the case may be. 

Section 3.02. Conditions Precedent to Each Loan . At the 
time of t^ ma<ing by each Bank of any Loan, including, except for 
paragraph™g) below, the initial Loan (before as well as after 
giving effect to such Loan and to the proposed use of the proceeds 
thereof ) : 


(a) there shall exist no Default or Event of Default, 
and ail the terms and conditions of this Agreement shall have 
been complied with; 
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(b) all representations and warranties contained herein 
or in any of the other Loan Documents shall be true and cor- 
rect in all material respects as of the date of such Loan 
with the same effect as though such representations and war- 
ranties had been made on and as of the date of such Loan, 
except to the extent the representations and warranties speak 
as of a certain date and (with respect to all representations 
and warranties except those in Sections 4.05(c) and 4.06) 
except to the extent changes in facts as to which such repre- 
sentations and warranties are made occurred since the Effec- 
tive Date without violating or breaching any provision of 
this Agreement; provided that the Borrower shall have dis- 
closed in its Notice of Borrowing for such Loan those repre- 
sentations and warranties which are no longer true and cor- 
rect due to such changes in facts or circumstances, the ex- 
tent to which they are no longer true and correct and the 
particular facts or circumstances causing them to be no 
longer true or correct; 

< c ) the Agent shall have received such other documents 
or legal opinions as the Agent or any Bank or special counsel 
to the Agent may reasonably request, all in form and sub- 
stance satisfactory to the Agent or such requesting Bank, as 
the case may_be; 

(d) the Banks shall have received evidence satisfactory 
to the Required Banks that the proceeds of such Loan are to 
be used for the purposes permitted under Section 5.01(h); 

(e) the Banks shall have received such Lien searches or 
title reports as they deem desirable demonstrating the con- 
tinued perfection and priority of the Liens in the Collateral 
granted to the Agent for the benefit of the Banks pursuant to 
the Security Documents and such evidence as the Required 
Banks may deem desirable of the continued coverage under 
their lender’s policies of title insurance with respect to 
the Collateral which is real property, each in form, scope 
and substance satisfactory to the Required Banks and in the 
event that in the judgment of the Required Banks additional 
mortgage taxes must be paid to preserve the priority of the 
Lien or Liens securing the Loans after giving effect to the 
requested Loans, the Borrower shall have paid such additional 
mortgage taxes and the Required Banks shall have been satis- 
fied that all such Liens have retained their priority; 

(f) a certificate setting forth the cash and Cash 
Equivalents held by each of the Borrower and his Affiliates 
at the time of such Loan, certified by each Certifying Person 
of the Borrower and, with respect to cash and Cash Equiva- 
lents of any Affiliate, each Certifying Person of such Affil- 
iate; and 
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(g) except with respect to the initial Loan, the Bor- 
rower shall have in his employ a Person reasonably satisfac- 
tory to the Required Banks whose job description and duties 
are reasonably satisfactory to the Required Banks (the “Sen- 
ior Executive Officer"). 

Each Notice of Borrowing and the acceptance by the Borrower 
of the proceeds of the requested Borrowing shall constitute a rep- 
resentation and warranty by the Borrower, as of the date of the 
Loans comprising such Borrowing, that the conditions specified in 
subsections (a) and (b) of this Section 3.02 have been satisfied. 
For purposes of determining whether the representation and warran- 
ty in Section 4.05(c) is true and correct as of the date of any 
Loan (other than the initial Loan) and whether the conditions pre- 
cedent to such Loan have been satisfied, and for purposes of de- 
termining whether an event of the type described in Section 6.10 
has occurred at any time after the Effective Date, the disclosures 
made in the letter dated as of the Effective Date from Kenneth 
Leventhal & Co. to the Banks referred to in Section 4.05(b) shall 
be deemed not to constitute a material adverse change in and of 
themselves and in the event such letter is delivered to the Banks 
prior to execution hereof, the same shall be true for purposes of 
making such determinations as of the date of the initial Loan; 
provided that in the event that any other changes not so disclosed 
shall have occurred at any time, such disclosures shall be taken 
into account together with such other changes for the purpose of 
determining whether a material adverse change has occurred. 

Section 3.03. Conditions Precedent to Issuance of Lette r s of 
Credit . At the time~o? the issuance by the Issuing Bank of elch 
Letter of Credit (before as well as after giving effect to the 
issuance of such Letter of Credit and to the proposed use of the 
proceeds thereof ) : 

(a) on or before the date of issuance of the initial 
Letter of Credit, each of the conditions set forth in Section 
3.01 shall have been satisfied or waived and the Initial Loan 
shall have been made; 

(b) on or before the date of issuance of such Letter of 
Credit, the Issuing Bank shall have received, in accordance 
with the provisions of Section 2.05(b), a notice requesting 
the issuance of such Letter of Credit, an executed applica- 
tion for such Letter of Credit in the form customarily re- 
quired by the Issuing Bank for the issuance of letters of 
credit, all other information specified in Section 2.05(b), 
and such other documents as the Issuing Bank may reasonably 
require in connection with the issuance of such Letter of 
Credit; and 

(c) on the date of issuance of such Letter of Credit, 
all conditions precedent described in Section 3.02 shall be 



385 


satisfied to the same extent as though the issuance of such 
Letter of Credit were the making of a Loan. 


ARTICLE IV. REPRESENTATIONS AND WARRANTIES 

The Borrower represents and warrants as follows: 

Section 4.01. Corporate Existence . Each Grantor, and each 
individual general partner of each Grantor which is a partnership, 
is an entity duly organized, validly existing and in good standing 
under the laws of the State of its organization. 

Section 4.02. Authorization? No Violation . The execution, 
delivery and pe r f o r ma n c e by the Bo r r o w e r of the Override Agree- 
ment, the Existing Agreement Amendments and the other Loan Docu- 
ments (as defined in the Override Agreement), this Agreement, the 
Notes and the other Loan Documents to which the Borrower is a 
party do not violate or create a default under any provision of 
any applicable Governmental Act or any contractual provision or 
other restrictions or limitations binding on or affecting the Bor- 
rower or any of his property. Except as set forth on Schedule 
4.02, the execution, delivery and performance by each Grantor of 
the Guaranty and each Security Document or other Loan Document to 
which it is a party, and by each DJT Entity (as defined in the 
Override Agreement) of the Existing Amendment Agreements, the 
Override Agreement and the Loan Documents {as defined in the Over- 
ride Agreement) to which it is a party, (i) are within such Per- 
son's corporate, partnership or joint venture powers, as the case 
may be, (ii) have been duly authorized by all necessary corporate, 
partnership or joint venture actions, as the case may be, (iii) do 
not violate or create a default under any provision of applicable 
Governmental Act, or such Person's organizational documents, and 
(iv) do not violate or create a default under any contractual pro- 
vision or other restriction or limitation binding on or affecting 
such Person or any of its property, which violation or default re- 
ferred to in this clause (iv) might have a material adverse effect 
on the business, condition (financial or otherwise), result's of 
operations, assets or prospects of the Borrower or any of his Af- 
f i liates . 

Section 4.03. Governmental Approvals . No authorization or 
approval or other action by, and no^notice to or filing or regis- 
tration with, any Governmental Authority is required in connection 
with the execution, delivery and performance by the Borrower and 
the Grantors of this Agreement, the Notes and the Loan Documents 
to which they are a party, or in connection with the execution, 
delivery and performance by each DJT Entity of the Override Agree- 
ment, the Existing Agreement Amendments, and the Loan Documents 
(as defined in the Override Agreement) to which it is a party, 
except for the filings and consents scheduled on Schedule 4.03, 
all of which have already been obtained or made. 
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Section 4.04. Binding Effect . This Agreement constitutes, 
and the Notes and other Loan Documents when executed and delivered 
will constitute, legal,. valid and binding obligations of the Bor- 
rower and each Grantor which is a party thereto, and the Override 
Agreement, the Existing Amendment Agreements, the Special Col- 
lateral Agreement and the Collateral Agreements when executed and 
delivered will constitute, legal, valid and binding obligations of 
each DJT Entity (as defined in the Override Agreement) which is a 
party thereto, in each case enforceable against the Borrower and 
each such Grantor in accordance with their respective terms, ex- 
cept as may be subject to (i) the effect of any applicable bank- 
ruptcy, insolvency, reorganization, moratorium or similar law 
affecting creditors’ rights generally, and (ii) general principles 
of equity (regardless of whether such enforcement is sought in a 
proceeding in equity or at law). 

Section 4.05 Financial Information . (a) The balance sheets 
of the Borrower and the Affiliates of the Borrower listed on 
Schedule 3.01(0} , as at May 31, 1990, including in each case the 
related Schedules and notes, true copies of which have been previ- 
ously delivered to each of the Banks, are complete and correct and 
fairly present the financial condition of the Borrower and each of 
such Affiliates as at May 31, 1990, in accordance with generally 
accepted accounting principles applied on a consistent basis, 
which principles, in the case of the Borrower, shall include, 
without limitation, Statement of Position (SOP) 82-1, Accounting 
and Financial Reporting for Personal Financial Statements, October 
?, 1982, issued by the Accounting Standards Division of the Ameri- 
can Institute of Certified Public Accountants. 

(b) The June 14, 1990 Report gives effect to the restructur- 
ing of certain Indebtedness under the Override Agreement and the 
advance of Loans and the grant of Liens in the Collateral here- 
under, under the Security Documents, the Collateral Agreements and 
the Special Collateral Agreements; the assumptions made in prepar- 
ing the projections in the June 14, 1990 Report are reasonable and 
all material assumptions with respect to such projections are set 
forth therein; and the June 14, 1990 Report provides a reasonable 
estimation of future performance on a cash basis, subject to the 
uncertainty and approximation inherent in any projections and sub- 
ject to the limitations and qualifications set forth therein; ex- 
cept in each case to the extent disclosed in a letter to be dated 
as of the Effective Date from Kenneth Leventhal & Co. to the 
Banks, a copy of which shall be delivered to each Bank no later 
than the Effective Date. 

(c) Since May 31, 1990, there has been no material adverse 
change in the business, condition (financial or otherwise), re- 
sults of operations, assets or prospects of the Borrower or of any 
of his Affiliates except those Affiliates of the Borrower set 
forth on Schedule 4.0. 
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Section 4.06. Litigation . Except as set forth on Schedule 
4.06# there is no action, suit or proceeding, or any governmental 
investigation or any arbitration, in each case pending or, to the 
knowledge of the Borrower, threatened against the Borrower or any 
of his Affiliates (except Affiliates of the Borrower set forth on 
Schedule 4.0) or any material property of any such Person before 
any court or arbitrator or any Governmental Authority (i) which 
challenges the validity of this Agreement, the Note or any other 
Loan Document or (ii) which if adversely determined would have a 
material adverse effect on the business, condition (financial or 
otherwise), results of operations, assets or prospects of the Bor- 
rower or of any of his Affiliates. 

Section 4.07. Use of Proceeds . The proceeds of the Loans 
will be used only for the purposes permitted by Section 5.01(h). 

No part of the proceeds of any Loan will be used to purchase or 
carry any Margin Stock. 

Section 4.08. Compliance with ERISA . Each single-employer 
plan and, to the best of the Borrower's knowledge, each multi- 
employer plan, is in substantial compliance with ERISA; no Plan 
nas an accumulated or waived funding deficiency within the meaning 
of Section 412 or Section 418B of the Code; as of the most recent 
valuation date for each Plan which is a multiemployer plan, no 
withdrawal liability would be imposed on the Borrower, any of his 
Affiliates or any ERISA Affiliate if any ERISA Affiliate were to 
withdraw, completely or partially, from such Plan; no proceedings 
have been instituted to terminate any Plan; the sum of the liabil- 
ities in exce.-.s of assets of each Plan which is a single employer 
plan would not, in the aggregate, exceed $4,000,000 : f each such 
Plan which has liabilities in excess of assets were to terminate 
on the date hereof; and none of the Borrower, any of his Affili- 
ates or any ERISA Affiliate has incurred any material liability to 
or on account of a Plan under ERISA other than in the ordinary 
course of business, and no condition exists which presents a mate- 
rial risk to the Borrower dr any of his Affiliates of incurring 
such a liability. 

Section 4.09. Environmental Matters . Except as set forth in 
Schedule 4,09, to the best of the Borrower's knowledge none of the 
operations or properties of the Borrower or any of his Affiliates 
is the subject of Federal, state or foreign investigation evaluat- 
ing whether any remedial action is needed to respond to a release 
of any Hazardous Substance (as hereinafter defined) into the en- 
vironment, and none of the Borrower or any of his Affiliates has 
received any written communication since January 1, 1985 from a 
Governmental Authority that alleges that the Borrower or any of 
his Affiliates is not in compliance, and, with respect to their 
operations and properties set forth on Schedule 4.09, the Borrower 
and his Affiliates are in compliance in all material respects, and 
to the best of the Borrower's knowledge, the other operations or 
properties of the Borrower or any of his Affiliates are in compli- 
ance in all material respects, with all Federal, state, local or 
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foreign laws, ordinances, codes, rules and regulations relating to 
the environment ("Environmental Laws"). Each of the Borrower and 
each of his Affiliates has filed all notices required to be filed 
under any Environmental Law indicating past or present treatment, 
storage or disposal of a Hazardous Substance or reporting a spill 
or release of a Hazardous Substance into the environment. With 
respect to the operations and properties set forth on Schedule 
4.09, neither the Borrower nor any of his Affiliates has, and to 
the best of the Borrower's knowledge with respect to their other 
operations and properties, neither the Borrower nor any of his 
Affiliates has, any material contingent liability in respect of 
its business in connection with any Hazardous Substance. "Hazard- 
ous Substance" includes: { i ) any hazardous, toxic or dangerous 

waste, substance or material defined as such in (or for the pur- 
poses of) the Comprehensive Environmental Response, Compensation 
and Liability Act, as amended, Superfund Amendments and Reauthori- 
zation Act and any so-called superfund or superlien law, or any 
other Environmental Law, including Environmental Laws relating to 
or imposing liability or standards or conduct concerning any haz- 
ardous, toxic or dangerous waste, substance or material in effect 
on the date of this Agreement, (ii) asbestos or polychlorinated 
biphenyls (PCB’s), and (iii) any other chemical, material or sub- 
stance, exposure to which is prohibited, limited or regulated by 
any Federal, state, foreign or local governmental authority pursu- 
ant to any Environmental Law or any health and safety or similar 
law, code, ordinance, rule or regulation, order or decree, and 
which may or could pose a hazard to the health and safety of work- 
ers at or users of any properties of the Borrower or any of his 
Affiliates or cause damage to the environment. Except as set 
forth in Schedule 4.09, with respect to the operations and proper- 
ties set forth on Schedule 4.09, there are no, and to the best of 
the Borrower's knowledge with respect to their other operations 
and properties, there are no, asbestos conditions existing at any 
property owned, leased or operated by the Borrower or any of his 
Affiliates that could give rise to any removal, encapsulation or 
other costs, whether in connection with any pending or future ren- 
ovation, remodeling or otherwise. 

Section 4.10. P artnerships and Other Affiliat es. Schedule 
4.10 to this Agreement states as of the date hereof the name, jur- 
isdiction of organization and organizational nature of each of the 
Borrower's Affiliates, the name and percentage ownership of each 
holder who is an Affiliate and, to the best of the Borrower's 
knowledge, each other holder of any capital stock, partnership 
interests or any other Equity Interests of the Borrower's Affili- 
ates, and all options, sales agreements, pledges, proxies, voting 
trusts, powers of attorney and other agreements or instruments 
binding on the Borrower, any of his Affiliates and, to the best of 
the Borrower's knowledge, any other holder of any such capital 
stock, partnership interests or other Equity Interests with re- 
spect to such ownership. 
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Section 4.11. Assets; Contracts . Schedule 4.11 sets forth a 
true and complete list as oi the Effective Date of all assets hav- 
ing a book value or a fair market value in excess of $25,000 owned 
by the Borrower or any of his Affiliates and all Liens (whether 
direct or contingent) against the Borrower or any Affiliate or his 
or its assets. Neither the fair market value nor the book value 
of the assets owned by the Borrower or any of his Affiliates and 
not included on Schedule 4.11 is, in the aggregate, in excess of 
$250,000. ~£xcept as set forth in Schedule 4.11 and except with 
respect to the Affiliates of the Borrower set forth on Schedule 
4.0, as of the Effective Date neither the Borrower nor any of his 
Affiliates is a party to or is subject to any loan agreement, in- 
denture, ground lease or material equipment lease. Except as dis- 
closed in Schedule 4.11, as of the Effective Date neither the Bor- 
rower, any of his Affiliates nor, to the best of the Borrower’s 
knowledge, any other party to any such agreements or instruments 
is in default thereunder (and no event has occurred which, but for 
the giving of notice, the passing of time or both, would consti- 
tute a default) which could have a material adverse effect on the 
business, condition (financial or otherwise), operations or assets 
of the Borrower or any of his Affiliates (except Affiliates of the 
Borrower set forth on Schedule 4.0), nor do any grounds exist for 
claims of offset, counterclaim or recoupment which could be as- 
serted against the DJT Taj Note, the Castle Note, the Intercompany 
Notes or any other intercompany Indebtedness for borrowed money 
which constitutes Collateral, all of which are, as of the date 
hereof, the only obligations for borrowed money between the Bor- 
rower or any of his Affiliates, on the one hand, and any of his 
Affiliates, on the other hand. 

Section 4.12. Title to Property . Except with respect to 
those Affiliates of the Borrower set forth on Schedule 4.0, Sched- 
ule 4.12 hereto sets forth a description of all real property 
owned by or leased to the Borrower or any of his Affiliates as of 
the date hereof. Except with respect to those Affiliates of the 
Borrower set forth on Schedule 4.0, each o^ the Borrower and his 
Affiliates has good and marketable title to all real property pur- 
ported to be owned by such Person and good and marketable title to 
all other property purported to be owned by such Person, subject 
only to Permitted Liens. Except as set forth in Schedule 4.12, 
such property as is material to the business, operations, condi- 
tion (financial or otherwise) or prospects of the Borrower or any 
of his Affiliates (except those Affiliates set forth on Schedule 
4.0) or to the ability of the Borrower or any Grantor to perform 
such Person's obligations under this Agreement, the Notes or the 
other Loan Documents to which such Person is a party is in good 
operating condition and repair (except for such defects as may 
arise from ordinary wear and tear and which are repaired in the 
ordinary course of business) and such Person's use thereof con- 
forms in all material respects to all laws applicable thereto. 
Except as set forth on Schedule 4.12, each of the Borrower and his 
Affiliates (except those Affiliates set forth on Schedule 4.0) has 
full and complete right to the use and possession of all material 
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properties purported to be leased by such Person. Except as set 
forth on Schedule 4.12, each of the Borrower and his Affiliates 
(except those Affiliates set forth on Schedule 4.0) is in compli- 
ance in all material respects with all material leases applicable 
thereto. No condemnation or similar proceedings are in progress, 
nor, to the best of the Borrower's or any of his Affiliates’ 
knowledge, are any threatened, which affect or, to the best of the 
Borrower’s knowledge, which could affect, any property of the Bor- 
rower or any of his Affiliates (except those Affiliates set forth 
on Schedule 4.0). 

Section 4.13. Insurance; Statements to Insurers . The Bor- 
rower and the Grantors maintain with financially sound and reputa- 
ble insurers insurance with respect to their properties and busi- 
ness against loss or damage of the kinds customarily insured 
against by prudent Persons in the same or similar businesses of 
types and in amounts (with deductible amounts) as is customary for 
such Persons under similar circumstances. All representations and 
warranties made by the Borrower or any of the Grantors to any in- 
surer in connection with any insurance required to be maintained 
hereunder or under any of the Security Documents were true and 
correct in all material respects when made. 

Section 4.14. Payment of Taxes, etc . The Borrower and each 
of the Grantors have paid or are paying on a timely basis (i) all 
taxes, assessments and governmental charges imposed upon such Per- 
son or upon such Person's property, and (ii) except to the extent 
set forth on Schedule 4.14, all claims (including, without limita- 
tion, claims for labor, materials, supplies or services) which 
might, if unpaid, become a Lien upon such Person's property, ex- 
cept for, in each case, such amounts the validity or amount of 
which is being contested in good faith by appropriate proceedings 
and as to which the Borrower or the Grantor, as applicable, has 
maintained adequate reserves in accordance with generally accepted 
accounting principles. 

Section 4.15. Compliance with Laws; Maintenance of Licenses, 
etc. The Borrower and each of his Affiliates (except those Af- 
filiates set forth on Schedule 4.0) are in compliance in all mate- 
rial respects with all applicable Governmental Acts. The Borrower 
and his Affiliates have maintained in full force and effect all 
licenses and other governmental consents necessary for (x) the 
ownership and operation of the Casino Entities by the Borrower and 
those Affiliates of the Borrower which currently operate or own, 
directly or indirectly, the Casino Entities; (y) the maintenance, 
validity, enforceability and perfection of the Lien on such Per- 
son's Equity Interests in the Casino Entities in favor of the 
Agent on behalf of the Banks provided for in the Security Doc- 
uments; and { z ) the ownership of any of his assets or the assets 
of any of his Affiliates (except those Affiliates set forth on 
Schedule 4.0) or the conduct by the Borrower or any of his Affili- 
ates of any of their respective businesses. Neither the Borrower 
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nor any of his Affiliates has received any notice from any Govern- 
mental Authority, including, without limitation, the Casino Con- 
trol Commission and the. Division of Gaming Enforcement, of any 
violation of applicable Governmental Acts relating to the licenses 
and other consents and the operation and ownership of, or the 
holding of a Lien on any Equity Interest in, the Casino Entities. 

Section 4.16. Investment Company Act, etc. None of the Bor- 
rower's Affiliates isT(al an "investment company" or a company 
"controlled" by an "investment company", within the meaning of the 
Investment Company Act of 1940, as amended, or (b) subject to reg- 
ulation under the Public Utility Holding Company Act of 1935, the 
Federal Power Act or any Governmental Act limiting such Person's 
ability to incur indebtedness for money borrowed or guarantee such 
indebtedness or secure such indebtedness as contemplated hereby or 
by any other Loan Document. 

Section 4.17. True and Complete Disclosure . All written 
information heretofore or contemporaneously furnished by or on 
behalf of the Borrower or any of his ‘ Af f iliates, and all other 
such written information hereafter furnished, to or cn behalf of 
any of the Banks is or will be, true and accurate in all material 
'respects on the date as of which such information is dated or cer- 
tified (except for any projections included therein, which are 
subject to the uncertainty and approximation inherent in any pro- 
jections) and not incomplete by omitting to state anything neces- 
sary to make such information not misleading at such time except 
to the extent later information could reasonably have been expect- 
ed to supersede earlier information; provided that no such repre- 
sentation or warranty is made in this Section 4.17 with respect to 
the balance sheets, statements of operation and statements of op- 
erating cash flow, as of December 31, 1987, December 31, 1988 and 
December 31, 1989, of those Affiliates of the Borrower whose 
financial statements for such periods were audited by Arthur 
And.ersen & Co., or of the Borrower, it being expressly understood 
that the exclusion of such financial statements is only an exclu- 
sion from this representation and warranty and that none of the 
Banks are waiving,, or should be deemed to be waiving, any rights 
and remedies they may have with respect to such financial state- 
ments against any Person. There is nothing of which the Borrower 
is aware which would have a materially adverse effect on the busi- 
ness, condition (financial or otherwise}, prospects, operations or 
assets of the Borrower or any of his Affiliates which has not been 
disclosed to the Banks in writing. All written statements of fact 
and representations herein, in any of the Loan Documents, and in 
any other document, report, certificate, or other written state- 
ment or information delivered in connection herewith or therewith, 
are true and correct in all material respects and all assumptions 
with respect thereto are reasonable in all material respects, each 
as of the date such statement of fact or representation is dated 
or certified. 


- 43 - 



392 


Section 4.18. Override Agreement; Defaults; etc. The Over- 
ride Agreement and the Existing Agreement Amendments have become, 
or will become contemporaneously with the Effective Date, effec- 
tive in accordance with the terms thereof and are in full force 
and effect. Neither the Borrower nor any of his Affiliates is in 
default of any of such Person's obligations under the Override 
Agreement, this Agreement or any other Loan Document. The busi- 
nesses of the Borrower and his Affiliates are being managed and 
operated, the assets of such Persons are being maintained, and 
capital expenditures and other expenses and liabilities are being 
incurred and expended by such Persons in accordance with the Busi- 
ness Plans. 


ARTICLE V. COVENANTS 

Section 5.01. Certain Affirmative Covenants . So long as any 
Commitment exists or any Loan or Note shall remain unpaid or any 
Letter of Credit shall remain outstanding, the Borrower shall: 

(a) Corporate Existence, Etc. Preserve and keep, and 
cause each of the Grantors to preserve and keep, in full 
force and effect at all times its rights and franchises 
(other than any such rights and franchises the absence of 
which would not have a material adverse effect on the busi- 
ness, condition (financial or otherwise), operations or as- 
sets of the Borrower or any of his Affiliates) and, in the 
case of each Grantor, its existence. 

(b) Compliance with Laws, Etc. Comply, and cause each 
of the Grantors (except those Grantors set forth on Schedule 
5.0) to comply, in all material respects, with all applicable 
Governmental Acts. 

{ c ) Payment of Taxes and Claims, Etc. Timely pay, and 
cause each of the Grantors to pay timely, { i) all taxes, as- 
sessments and governmental charges imposed upon such Person 
or upon such Person's property, and (ii) except as disclosed 
on Schedule 5.01^c), all claims (including, without limita- 
tion, claims for labor, materials, supplies or services) 
which might, if unpaid, become a Lien upon such Person’s 
property, unless, in each case, the validity or amount 
thereof is being contested in good faith by appropriate pro- 
ceedings and the Borrower or such Grantor, as applicable, has 
maintained adequate reserves with respect thereto in accor- 
dance with generally accepted accounting principles. 

(d) Keeping of Books . Keep, and cause each of the 
Grantors to keep, proper books of record and account, con- 
taining complete and accurate entries of all financial and 
business transactions of the Borrower and each Grantor. 
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(e) Visitation, Inspection, Etc* Permit, and cause 
each of the Grantors to permit, any representative of any 
Bank to visit and ipspect any of the Borrower's or such 
Grantor's property, to examine such Person's books and 
records and to make copies and take extracts therefrom, and 
to discuss such Person's affairs, finances and accounts with 
its officers and public accountants, all at such reasonable 
times and as often as any Bank may reasonably request. 

(f) Insurance . Maintain, or cause to be maintained, 
with financially sound and reputable insurers, insurance with 
respect to the Borrower's and his Affiliates' properties and 
business against liability, loss or damage of the kinds cus- 
tomarily insured against by prudent Persons in the same or 
similar businesses, such insurance to be of such types and in 
such amounts (with such deductible amounts) as is customary 
for such Persons under similar circumstances. Each policy 
shall provide that the Agent will be entitled to receive at 
least 30 days' prior notice of cancellation. The Banks shall 
be added as additional insureds on any and all such liability 
insurance. With respect to each policy, upon the request of 
the Required Banks (to be made no more frequently than in 
connection with the advance of the initial Loan and once 
every twelve months thereafter (or if more frequently, upon 
the expiration of such policy)), the Borrower shall use his 
best efforts, and cause each of his Affiliates to use its 
best efforts, to have a certification for such policy exe- 
cuted by the insurer or by an authorized representative of 
the insurer or by the broker of such insurance where it is 
not practical for such insurer to execute the certificate 
itself. Such certification shall identify underwriters, the 
type of insurance, the insurance limits and the policy term, 
and shall specifically state that such policy, when taken 
together with all of the Borrower's and his Affiliates' other 
insurance policies, are adequate to comply with the provi- 
sions of this Section and that it is in full force and ef- 
fect, accompanied by evidence that all premiums then due have 
been paid. Upon request by the Agent, the Borrower shall 
furnish the Agent with copies of all insurance policies, 
binders and cover notes or other evidence of such insurance 
obtained by the Borrower and each of his Affiliates. 

(g) Distributions . Cause each Affiliate (other than 
Affiliates which are New Ventures) of which the Borrower or 
any of his Affiliates owns or controls more than 50% of the 
Equity Interests (other than Plaza Operating Partners, Ltd., 
Plaza Hotel Corp., Trump Shuttle, Inc. and Penn Yards Associ- 
ates and, to the extent of a cash reserve for operations in 
an amount not in excess of $1,400,000, with respect to the 
Commercial Unit in Trump Tower Condominium), to declare and 
pay dividends or other distributions on its capital stock, 
partnership interests or other Equity Interests at such times 
and in such amounts such that such Person retains no cash or 
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Cash Equivalents except the greater of (i) cash or Cash 
Equivalents retained in the ordinary course of business to 
the extent necessary for the payment of reasonably antici- 
pated expenses in accordance with the Business Plans and (ii) 
the amount of cash and Cash Equivalents equal to the sum of 

(A) the amount of cash and Cash Equivalents with respect to 
each Casino Entity which is not then permitted to be distri- 
buted by such Casino Entity by the Casino Indenture {without 
giving effect to any restriction not in effect on the date 
hereof) relating to such Casino Entity, or under the Casino 
Control Act or the regulations issued pursuant to the Casino 
Control Act, or under any order or resolution of the Casino 
Control Commission or the Division of Gaming Enforcement and 

( B ) the amount of cash and Cash Equivalents (without duplica- 
tion of amounts under clause (A) ) with respect to each corpo- 
rate Affiliate which is prohibited from being distributed 
under applicable corporate law. 

{ h ) Use of Proceeds; Compliance with Business Plans . 

Use proceeds of the Loans solely in accordance with the ex- 
penditures, and request the issuance of Letters of Credit 
only for the business purposes of the Borrower's properties 
and businesses generally (rather than for the benefit of any ^ 
specific asset or business), indicated in the Business Plans," 
or used in connection with the employment of a Senior Execu- 
tive Officer, and not in any manner which is inconsistent 
with the other provisions of this Agreement and provide the 
Agent with such evidence demonstrating that the proceeds were 
properly used or the Letters of Credit properly requested as 
the Agent may reasonably request from time to time. No pro- 
ceeds of Loans, and no Letters of Credit, will be used to 
pay, prepay or repurchase, directly or indirectly, any De- 
ferred Principal Obligations or Deferred Interest Obligations 
or any other Existing Debt Obligations (as each such term is 
defined in the Override Agreement). The Borrower shall con- 
duct, and shall cause each of his Affiliates to conduct, his 
or its business in compliance in all material respects with 
the Business Plans (including, without limitation, the limi- 
tations on expenditures and on payments or other transfers, 
directly or indirectly, between any of the Borrower and his 
Affiliates incorporated or otherwise reflected therein). 
Without limiting the generality of the foregoing, the Bor- 
rower shall use, and shall cause each of his Affiliates to 
use, all of his or its cash and Cash Equivalents solely for 
proper business purposes in connection with the Borrower's 
and his Affiliates' existing major business operations (in- 
cluding distributions made in accordance with Section 
5.01(g)) and, except for that portion of Capital Event pro- 
ceeds which the Borrower is permitted to retain once the Col- 
lateralization Condition has been satisfied (and after giving 
effect to distributions required to be made hereunder and 
under the Override Agreement), in accordance with the Busi- 
ness Plans; provided that in no event will any cash or Cash 
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Equivalents of the Borrower or any of his Affiliates (except 
ALIBAN, Inc.) in excess of $5,000,000 in the aggregate after 
the date of execution and delivery of this Agreement be used 
directly or indirectly for the benefit of ALIBAN, Inc. or any 
of its assets now owned or hereafter acquired, including the 
Princess. In the event any Capital Event shall occur, the 
Borrower shall promptly revise all Business Plans to appro- 
priately reduce expenditures and revenues attributable to the 
asset which was the subject of such Capital Event, all in 
form and substance reasonably satisfactory to the Required 
Banks . 

( i ) Appointment of Senior Executive Officer; Implemen- 
tation of Financial Controls^ In connection wi thT the formu- 
lation of and compliance with the Business Plans, continue 
his current retention of Kenneth Leventhal & Co., such reten- 
tion to include the duties which are currently being per- 
formed by Kenneth Leventhal & Co., until the Borrower has 
employed a Senior Executive Officer. In the event that prior 
to the time the Borrower has employed a Senior Executive Of- 
ficer, Kenneth Leventhal & Co. shall cease to be employed in 
its current capacity, the Borrower shall promptly, diligently 
and in good faith seek to find, and shall thereafter promptly 
employ, either another nationally recognized accounting firm 
to act in such capacity or a Senior Executive Officer. A 
Senior Executive Officer shall be employed, together with 
such staff members to assist as may be necessary or otherwise 
advisable in the opinion of such Person or Kenneth Leventhal 

& Co., no later than September 30, 1990. In the event such 
Senior Executive Officer shall cease to be so employed at any 
time thereafter, the Borrower shall promptly, diligently and 
in good faith seek to find, and shall promptly thereafter 
employ, another Senior Executive Officer of comparable expe- 
rience and stature. No later than September 30, 1990, 

Kenneth Leventhal 6 Co. (or, if applicable, a substitute firm 
acting in the same capacity or the Senior Executive Officer 
then retained or employed by the Borrower) shall recommend to 
the Borrower the implementation of any accounting controls 
and procedures and mechanisms for business operations and 
planning necessary or, in such Person's judgment, advisable 
for the prudent management and operation of the Borrower's 
businesses and assets. Promptly after such recommendation, 
the Borrower shall install, and thereafter shall maintain, 
all accounting controls and procedures and mechanisms for 
business operations and planning which may be so recommended 
by Kenneth Leventhal & Co. or which are otherwise advisable 
and adequate for the prudent management and operation of the 
Borrower's businesses and assets. 

(j) Licenses . Cause to be maintained in full force and 
effect all licenses and other governmental consents necessary 
for (x) the ownership and operation of the Casino Entities by 
the Borrower, those Affiliates of the Borrower and all other 
Persons which operate or own, directly or indirectly, the 
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Casino Entities? ( y ) the maintenance, validity, enforceabil- 
ity and perfection of the Lien on any Equity Interests in the 
Casino Entities in favor of the Agent on behalf of the Banks 
provided for in the' Security Documents; and (z) the ownership 
of his assets or the assets of his Affiliates (except those 
Affiliates set forth on Schedule 4.0) or the conduct of any 
of their respective businesses. 

(k) Tax Returns . From time to time upon request of any 
Bank, permit such Bank to review copies of the Borrower's tax 
returns filed with any Governmental Authority at a location 
specified by the Borrower in the Borough of Manhattan, New 
York, New York; provided that such Bank shall, if requested 
by the Borrower, first enter into the Agent's standard form 
of confidentiality agreement with respect to such tax return. 

Section 5.02. Reporting Covenants . So long as any Commit- 
ment exists or any Loan or Note shall remain unpaid or any Letter 
of Credit shall remain outstanding, the Borrower shall furnish two 
copies of each of the following to each Bank and to each other 
"Lender" (as defined in the Override Agreement); 

(a) Annual Financial Statements . As soon as available ^ 
and in any event within 90 days after the end of each calen- 
dar year, the balance sheet, statement of operations and 
statement of cash flows for the Persons, and in the manner, 
indicated on the attached Schedule 5.02, setting f oi th in 
each case in comparative form the figures for the previous 
calendar year, all in reasonable detail, certified as to com- 
pleteness and correctness by each Certifying Person of each 
of such Persons and, except for those Persons specifically 
identified on Schedule 5.0? as having internal audits only, 
accompanied by a report thereon of Kenneth Leventhal & Co. or 
other independent public accountants of comparable recognized 
national standing acceptable to the Required Banks and the 
"Required Lenders" (as defined in the Override Agreement), 
which such report shall be unqualified as to scope of audit 
and shall state that such financial statements present fairly 
the financial condition as at the end of such calendar year, 
and the results of operations and changes in financial posi- 
tion for such calendar year, of such Persons in accordance 
with generally accepted accounting principles consistently 
applied, which principles, in the case of the Borrower, shall 
include, without -limitation, Statement of Position (SOP) 

82-1, Accounting and Financial Reporting for Personal Finan- 
cial Statements, October 1, 1982, issued by the Accounting 
-Standards Division of the American Institute of Certified 
Public Accountants. The Borrower shall deliver with such 
annual financial statements a comparison of each of the 
above-described financial statements with the Business Plans, 
discussing material deviations from the Business Plans in 
reasonable detail, explaining the causes for such deviations, 
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the likely impact of such deviations and what remedial ac- 
tion, if any, the Borrower proposes to take with respect 
thereto. 

(b) Quarterly Financial Statements . As soon as avail- 
able and in any event within 45 days after the end of each of 
the first three calendar quarters of each calendar year, the 
balance sheet, statement of operations and statement of cash 
flows for the Persons, and in the manner, indicated on the 
attached Schedule 5.02, in each case for such quarter and for 
the portion of the year ended at the end of such quarter, 
setting forth in each case in comparative form the figures 
for the corresponding quarter and the corresponding portion 
of the previous year, all in reasonable detail and certified 
by each Certifying Person of each of such Persons that they 
are complete and correct and that they fairly present the 
financial condition as at the end of such quarter, and the 
results of operations and changes in financial position of 
such Persons for such quarter and such portion of the year in 
accordance with generally accepted accounting principles con- 
sistently applied (subject to normal, year-end audit adjust- 
ments), which principles, in the case of the Borrower, shall 
include, without limitation, Statement of Position (SOP) 

82-1, Accounting and Financial Reporting for Personal Finan- 
cial Statements, October 1, 1982, issued by the Accounting 
Standards Division of the Americ-n Institute of Certified 
Public Accountants. The Borrower shall deliver with such 
quarterly financial statements a comparison of each of the 
above-described financial statements with the Business Plans, 
discussing material deviations from the Business Plans in 
reasonable detail, explaining the causes for such deviations, 
the likely impact of such deviations and what remedial ac- 
tion, if any, the Borrower proposes to take with respect 
thereto. 

(c) Monthly Financial Statements . As soon as available 
and in any event within 30 days after the end of each calen- 
dar month commencing with July 1990, the balance sheet, 
statement of operations and statement of cash flows for the 
Persons, and in the manner, indicated on Schedule 5.02, in 
each case for such month and for the portion of the year 
ended at the end of such month, setting forth in each case in 
comparative form the figures for the corresponding month and 
the corresponding portion of the previous year all in reason- 
able detail and certified by each Certifying Person of each 
of such Persons that they are complete and correct and that 
such financial statements fairly present the financial condi- 
tion as at the end of such month, and the results of opera- 
tions and changes in cash flow of such Person for such month 
and such portion of the year in accordance with generally ac- 
cepted accounting principles consistently applied (subject to 
normal, year-end audit adjustments), which principles, in the 
case of the Borrower, shall include, without limitation, 
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Statement of Position (SOP) 82-1, Accounting and Financial 
Reporting for Personal Financial Statements, October 1, 1982, 
issued by the Accounting Standards Division of the American 
Institute of Certified Public Accountants. The Borrower 
shall also deliver with such monthly financial statements a 
comparison of each of the above-described financial state- 
ments with the Business Plans, discussing material deviations 
from the Business Plans in reasonable detail, explaining the 
causes for such deviations, the likely impact of such devia- 
tions and what remedial action, if any, the Borrower proposes 
to take with respect thereto. The Borrower shall also de- 
liver with such monthly financial statements the following 
certified by each Certifying Person of the Borrower and, with 
respect to such information for an Affiliate, each Certifying 
Person of such Affiliate that each is complete and correct in 
all material respects: 


(i) schedules setting forth in reasonable detail 
for the Borrower and for each of his Affiliates (except, 
for the first 12 months after the date hereof, The 
Trump-Equitable Fifth Avenue Company), separately, for 
such month: 

s 

(1) List of capital expenditures committed to 
be made? 

(2) List of Capital Events which occurred in 
the previous month; 

(3) List and description of all material per- 
sonal expenses incurred by the Borrower; 

(4) List of cash and Cash Equivalents; and 

(5) List of alx payments of principal and 
interest made on, or in respect of, all Inter- 
company Notes; 

»ii) schedules setting forth in reasonable detail 
for the Borrower and for each of his Affiliates whose 
financial statements are required to be delivered pursu- 
ant to this paragraph (c) (except, for the first 12 
months after the date hereof, The Trump-Equitable Fifth 
Avenue Company), separately, for such month and, for 
those Affiliates of the Borrower whose financial state- 
ments are required to be delivered pursuant to paragraph 
(b) above, with respect to the schedules listed in 
clauses (1) and (2) below, for the last month of each 
calendar quarter and, with respect to the schedules 
listed in clauses (3) and (4) below, for each quarter, 
separately : 

(1) Accounts receivable agings; 
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(2) Accounts payable agings; 

(3) .List o £ capital expenditures made; and 

(4) List of all Indebtedness for borrowed 
money incurred in such period to the extent not 
included in any of the other schedules above, spec- 
ifying the principal terms and intended uses 
thereof . 

(d) No Default/Compl i ance Certificate . Together with 
the f inane i'aT statements required pursuant to subsections 
(a), (b) and (c) above, a certificate of each Certifying Per- 
son of each of the Borrower and each Affiliate (i) to the ef- 
fect that, based upon a review of the activities of the Bor- 
rower and his Affiliates, or of such Affiliate, as applic- 
able, and such financial statements during the period covered 
thereby, and for each Certifying Person other than the Bor- 
rower, to the best of such Certifying Person's knowledge 
after inquiry and due investigation, there exists nc Event of 
Default and no Default under this Agreement nor any default 
or event of default under any other Loan Document, or if 
there exists an Event of Default or a Detault hereunder or a ^ 
default or event of default thereunder, specifying the nature 
thereof and the Borrower's, or Affiliate's, as applicable, 
proposed response thereto, and { i i ) demonstrating in reason- 
able detail compliance as at the end of such year, such 
quarter or such month with Sections 2.08(b), 5.01(h) and 
5.03; 


(e) Auditors' No Default Certificate . Together with 
the f i na n c I aT s t a teme n t s r equTr ecT pur sua n't to subsection 

(a) above, a certificate of the accountants who prepared the 
annual report referred to therein to the effect that, based 
upon their audit and any additional review, there exists no 
Event of Default and no Default under this Agreement as to 
any accounting matters, or if there exists such an Event of 
Default or Default hereunder, specifying the nature thereof, 
together with a certificate of such accountants demonstrating 
in reasonable detail compliance as at the end of such year 
with Sections 2.08(b), 5.01(h) and 5.03; 

(f) Notice of Default . Promptly after the occurrence 
of an Event of Default or a Default, a certificate of each 
Certifying Person of the Borrower specifying the nature 
thereof and the Borrower’s proposed response thereto; 

(9) Governmental Communications , Filings, Etc. Prompt- 
ly upon the mailing or filing thereof , copies of all finan- 
cial statements, reports, applications and other significant 
statements mailed or delivered to the Casino Control Conimis- 
sion, the Division of Gaming Enforcement or any other Govern- 
mental Authority; 
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(h) Litigation * (i) Promptly after (A) the occurrence 
thereof , notice of the institution of or any material adverse 
development in any action, suit or proceeding or any govern- 
mental investigation or any arbitration, before any court or 
arbitrator or before or by any Governmental Authority, 
against the Borrower or any of his Affiliates or any material 
property of any such Person, or (B) actual knowledge thereof, 
notice of the written threat of any such action, suit, pro- 
ceeding, investigation or arbitration except for any such 
threats which outside counsel to the Borrower or his Affili- 
ate, as applicable, determines to be frivolous and ( i i ) to- 
gether with the monthly financial statements required pur- 
suant to Section 5.02(c), a litigation status report in rea- 
sonable detail discussing all litigation by and against any 
of the Borrower and his Affiliates or affecting any material 
property of any such Person; provided that the Borrower or 
his Affiliate shall not be obligated to disclose any informa- 
tion if his or his Affiliate's outside counsel, as appli- 
cable, has determined that such disclosure would materially 
impair the Borrower's or his Affiliate's ability, as appli- 
cable, to maintain any privilege with respect to such infor- 
mation and that such impairment would be materially detri- 
mental to such Person; 

(i) ERISA . Promptly after (i) actual knowledge 
thereof, notice that an ERISA Termination Event or a "pro- 
hibited transaction", as such term is defined in Section 4975 
of the Code, with respect to any Plan has occurred, which 
such notice shall specify the nature thereof and the Bor- 
rower's proposed response thereto, and (ii) actual knowledge 
thereof, copies of any notice of the PBGC's intention to ter- 
minate or to have a trustee appointed to administer any Plan; 

(j) A ccountants' Reports . As soon as available, copies 
of all reports or substantive letters from auditors to the 
Borrower or management of the Borrower's Affiliates (includ- 
ing management letters covering improvements needed in the 
system of internal accounting controls); 

(k) Notice of Amendment . Promptly upon the execution 
of, or receipt by the Borrower or any of his Affiliates of, 
any amendments, waivers, consents, restatements or extensions 
relating to or any other written modification of, and agree- 
ments, documents or instruments governing, evidencing or 
otherwise relating to Indebtedness of such Person for bor- 
rowed money or collateral or other security (including guar- 
antees and other similar agreements) for, any such Indebted- 
ness, copies thereof? and 

(l) Other Information . With reasonable promptness, 
such other information about the Borrower or his Affiliates 
or any of their respective properties as the Agent or any 
other Bank may reasonably request from time to time. 
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Section 5.02A. Business Plannin g. So long as any Commitment 
exists or any Loan or Note shall remain unpaid or any Letter of 
Credit shall remain outstanding: 

(a) Annual Plan . The Borrower shall deliver to the 
Banks no later than November 30 of each year his annual plan, 
in draft, for the following year, to be in the form, and with 
at least such detail, as Exhibits I, II and III to Kenneth 
Leventhal & Co.'s Agreed Upon Procedures Report dated June 
14, 1990 previously delivered to each of the Banks (the "June 
14, 1990 Report"), together with a detailed operating plan 
for each month of such year for each of the Borrower's Af- 
filiates (except those Affiliates which are New Ventures). 
Within sixty (60) days thereafter, the Borrower shall submit 
to the Banks the fi nal for m of the annual plan '{such final 
form, the "Annual Plan") in form and substance reasonably 
satisfactory to the Required Banks. Without limiting the 
foregoing, (1) each Annual Plan shall in all material re- 
spects be based upon assumptions generally consistent with 
the assumptions incorporated into the immediately prior An- 
nual Plan, including, without limitation, assumptions with 
respect to level of expenditures, methods of financing and 
use of available cash balances, (2) each Annual Plan may in- ^ 
elude provisions (such provisions to be reasonably satis- 
factory to the Required Banks) with respect to the payment by 
the Borrower or his Affiliates of income taxes that would be 
payable (after use of any available funds of the Borrower 
otherwise available for such purposes) as a result of any 
anticipated Capital Events and, if applicable, may contem- 
plate the increase in the aggregate Commitments hereunder for 
such purpose (subject to the approval of said increase by 
each Bank, but as to which increase the Borrower acknowledges 
that no Bank has made any commitment hereunder), and (3) the 
Annual Plan for any given year shall not: 

(i) provide for an aggregate amount of all charit- 
able contributions to be made by the Borrower and his 
Affiliates (except those Affiliates which are New Ven- 
tures) in excess of $100,000 per month; 

(ii) provide for the monthly personal and house- 
hold expenses of t - 3 Borrower, of the type set forth in 
line 4 of Exhibit . to the June 14, 1990 Report, to ex- 
ceed for any month in any year set forth below the 
amount set forth opposite such year: 

Year Monthly Amount 

1990 $450,000 

1991 375,000 

1992 and thereafter 300,000; 

(iii) include in legal and business expenses, of 
the type set forth in line 3 of Exhibit I to the June 
14, 1990 Report, any fees and expenses to be incurred in 
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connection with the acquisition of assets after the date 
hereof which, when aggregated with all other such fees 
and expenses to be incurred after the date hereof, shall 
exceed the amount of procefeds received and permitted to 
be retained by the Borrower in respect of all Capital 
Events hereunder (after giving effect to all distribu- 
tions required to be made under the Override Agreement 
from such proceeds) after the date hereof; 

(iv) provide for the salary payable to the Bor- 
rower for any one year, when aggregated with any direc- 
tor's fees, bonuses or other similar types of remunera- 
tion from all of his Affiliates (except those Affiliates 
which are New Ventures) in such year, to exceed 
$ 200 , 000 ; 

(v) provide for any amount to be paid by the Bor- 
rower, and his Affiliates (except those Affiliates which 
are New Ventures), if applicable, to any one individual 
who is employed or retained by the Borrower, and his 
Affiliates, if applicable, as of the Effective Date 
(other than those individuals set forth on Schedule 
S.02A(a)(v)) as salary, fees under a personal service 
contract or consulting agreement^ bonus, counsel fees to 
any general counsel or any other form of remuneration in 
excess of $300,000 in any one year in the aggregate; 
provided, however, that amounts in excess of $300,000 in 
respect of deferred compensation may accrue so long as 
such accrued amount is subordinated in form and sub- 
stance satisfactory to the Required Banks to amounts 
outstanding hereunder and under the Override Agreement 
(other than in respect of the Facility Fees thereunder) 
and is not to be repaid until after all amounts here- 
under and under the Override Agreement (other than in 
respect of the Facility Fees thereunder) have been re- 
paid in full. With respect to those individuals set 
forth on Schedule 5.02A(a)(v), or other individuals who 
may later hold the position currently held by such indi- 
viduals, the remuneration paid shall not oe more than 
the remuneration generally paid for the same or similar 
services in the industry in which such individual is 
employed; or 

(vi) provide for any amount to be paid, whether by 
loan, equity contribution or otherwise, by the Borrower 
or any of his Affiliates (except ALIBAN, Inc.) in excess 
of $5,000,000 in the aggregate (when combined with all 
other amounts previously provided for use, directly or 
indirectly, by ALIBAN, Inc. in other Business Plans) for 
the direct or indirect benefit of either ALIBAN, Inc. or 
any of its assets, whether now owned or hereafter 
acquired. 
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(b) Strategic Business Plan . The Borrower shall 
deliver to the Banks 

(i) on the earlier of (x) the day which is 
the 90th day following the hiring of a Senior Executive 
Officer and (y) December 31, 1990, a strategic business 
plan (the “Strategic Business Plan") which shall be in 
form and substance reasonably satisfactory to the 
Required Banks as determined by the Required Banks 
within 60 days of the submission thereof, and shall pro- 
vide for the Borrower and his Affiliates (other than 
Affiliates which are New Ventures) on a consolidated 
basis and for each of the Borrower’s Affiliates (other 
than Affiliates which are New Ventures) separately the 
following in detail reasonably satisfactory to the Re- 
quired Banks: 

(A) a short range plan to achieve cash flow 
break-even and/or expense savings; 

(B) the long-term primary strategy for such 
Person or Persons, as applicable, together with a 
timetable for achievement of such strategy; and 

(C) alternative courses of action, together 
with timetables, if such primary strategies are not 
successfully achieved on a timely basis; 

(ii) on the earlier of (x) the day which is 
the 90th day following the hiring of a Senior Executive 
Officer and (y) December 31, 1990, a three year business 
plan (the "Three Year Business Plan") which shall be in 
the form of, and with at least such detail as, Exhibits 
I, II and III to the June 14, 1990 Report, and shall be 
in substance reasonably satisfactory to the Required 
Banks, together with a detailed operating plan for each 
month of the first year of such three year period and 
for each quarter of each of the second and third years 
of such three year period for the Borrower and each of 
the Borrower's Affiliates (other than Affiliates which 
are New Ventures). On each of the first and second an- 
niversaries of the date the Borrower delivers the Three 
Year Business Plan, the Borrower shall deliver to the 
Banks a detailed operating plan for each month of the 
second or third year, as appropriate, of the three year 
period covered by the Three Year Business Plan (each, a 
"Supplemental Operating Plan")? provided that such Sup- 
plemental Operating Plan shall not be inconsistent with 
any other Business Plan, including, without limitation, 
the Annual Plan then in effect and the Strategic Busi- 
ness Plan. The restrictions in Section 5 . 02A(a ) ( i )-( v ) 
for the Annual Plan shall also apply to the Three Year 
Business Plan and each Supplemental Operating Plan; and 
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(iii) simultaneously with delivery of the Three 
Year Business Plan and each of the Supplemental Operat- 
ing Plans, a written description in reasonable detail of 
all changes in management personnel, consultants and 
other agents which the Borrower or any of his Affiliates 
(except those Affiliates which are New Ventures) intends 
to make during the following year, all of which shall be 
reasonably satisfactory to the Required Banks. 

Section 5.03. Financial Test Covenants . So long as any 
Commitment exists or any Loan or Note shall remain unpaid or 
any Letter of Credit shall remain outstanding, the Borrower 
will not (a) permit the "Cash Balance - After Entity Level 
Reserves and Debt Modifications" as at the end of any month, 
commencing with December 1990, calculated on a basis identi- 
cal with the basis of calculation thereof in the Initial Bus- 
iness Plan, to be more than $15,000,000 below the amount pro- 
jected for such month in the then current Annual Plan exclud- 
ing payments in suclT month and previous months for 
extraordinary and unusual items to the extent not contem- 
plated by the Business Plans, or (b) permit such "Cash Bal- 
ance - After Entity Level Reserves and Debt Modifications" as 
at the end of any month subsequent to April 1991, calculated 
on the same basis as in clause (a) above, to be more than 
$10,000,000 below the level projected for such amount in the 
then current Annual Plan. 

Section 5.04. Certain Negative Covenants . So long as 
any Commitment exists or any Loan or Note shall remain unpaid 
or any Letter of Credit shall remain outstanding, the Bor- 
rower will not, and will cause its Affiliates not to: 

(a) Indebtedness . Create, incur, assume or suffer 
to exist any Indebtedness, other than each of the fol- 
lowing (without duplication): 

(i) the Indebtedness hereunder and under the 
Notes ; 

(ii) Indebtedness expressly contemplated un- 
der the Override Agreement to be outstanding; 

(iii) Indebtedness outstanding on the date 
hereof which is set out in the Borrower’s financial 
statements referred to in Section 4.05(a) or in 
Schedule 5.04(a)(iii) hereto; 

(iv) purchase money Indebtedness to the ex- 
tent permitted by Section 5.04(b) (ii) ; 

(v) unsecured current liabilities (not the 
result of borrowing and not constituting "Indebted- 
ness" as defined in clause (iii) of the definition 
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of Indebtedness herein, other than guarantees by 
Affiliates required in the ordinary course of their 
businesses) incurred in the ordinary course of 
business and not represented by any note or other 
evidence of Indebtedness; 

(vi) intercompany Indebtedness, complying 
with the provisions of Article XI of the Override 
Agreement, in respect of advance^ from the Borrower 
to any of his Affiliates (except that, in the case 
of ALIBAN , Inc., intercompany Indebtedness shall 
not exceed $5,000,000 in the aggregate, plus ac- 
crued interest thereon) (A) from proceeds of Capi- 
tal Events occurring after the Collateralization 
Condition has been satisfied which the Borrower is 
permitted to receive and retain hereunder (after 
giving effect to all distributions required to be 
made under the Override Agreement from such pro- 
ceeds) or (B) from proceeds of Loans made in ac- 
cordance with the Business Plans so long as all 
such Indebtedness is evidenced by Intercompany 
Notes which are immediately endorsed over and de- 
livered to the Agent on behalf of the Banks, to- 
gether with notice to the obligor thereunder of the 
pledge thereof, as security for the Indebtedness 
hereunder ; 

(vii) Indebtedness incurred by any New Ven- 
ture to the extent that none of the Borrower or any 
of his Affiliates, nor such New Venture (other than 
to the extent of any Lien on any property being so 
financed) or any other New Venture, shall have, 
directly or indirectly, any liability of any nature 
whatsoever in respect of such Indebtedness; 

(viii) Indebtedness incurred by Penn Yards 
Associates to develop the premises owned by Penn 
Yards Associates, and Indebtedness incurred to fund 
overrun construction costs of the prerises in New 
York, New York known as The Trump Palace, so long 
as recourse for such Indebtedness is limited to 
such premises and neither the Borrower nor any of 
his other Affiliates shall be directly or indi- 
rectly liable for any of such Indebtedness; 

(ix) Indebtedness in respect of letters of 
credit of the Casino Entities in an aggregate out- 
standing maximum reimbursement amount at any one 
time not in excess of $3,000,000 for all the Casino 
Entities, so long as recourse for each such Indebt- 
edness is limited to the Casino Entity for whose 
account such letter of credit was issued, and 
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neither the Borrower nor any of his other Affili- 
ates shall be directly or indirectly liable for any 
of such Indebtedness; provided that not more than 
$1,000,000 of such amount may at any time be issued 
for the account of the Casino Entity known as 
Trump 1 s Castle; 

{x} Indebtedness incurred by Trump Shuttle, 
Inc. for the financing of aircraft to the extent 
that none of the Borrower or any of his other Af- 
filiates shall have, directly or indirectly, any 
liability of any nature whatsoever in respect of 
such Indebtedness; 

(xi) refinancings of any Indebtedness referred 
to in clauses (ii), (iii), (iv), (vii), (viii) or 
(x) above on terms not less favorable to the Bor- 
rower and his Affiliates than the terms of the In- 
debtedness to be so refinanced; provided that in 
the case of any refinancing of any Indebtedness 
referred to in clause (ii), (iii), (iv), (viii) or 
(x) above in a principal amount in excess of the 
amount of the Indebtedness being so refinanced, 
such refinancing shall constitute a Capital Event; 
and 


(xii) Indebtedness incurred by The Trump- 
Alexander’s Company for the sole purpose of funding 
margin calls made in respect of the shares of the 
stock of Alexander's held by such company, or to 
refinance outstanding Indebtedness in favor of Bear 
Stearns & Co. secured by such stock, in a maximum 
aggregate principal amount which, when aggregated 
with all other such Indebtedness incurred from and 
after June 26, 1990, is no greater than $6,300,000 
under the demand note a copy of which has been pre- 
viously delivered to the Banks as in effect on the 
date hereof, and the related Indebtedness of the 
Borrower under the guaranty of such Indebtedness a 
copy of which has been previously delivered to the 
Banks as in effect on the date hereof. 

(b) Liens . Create, incur, assume or suffer to ex- 
ist any Lien on any of such Person's property now owned 
or hereafter acquired to secure any Indebtedness of such 
Person, other than: 

(i) Liens existing on the date hereof and set 
out on Schedule 5.04(b)(1) hereto; 

(ii) except in the case of any New Venture, 
any Lien on any property securing Indebtedness in- 
curred or assumed for the purpose of financing all 
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or any part of the acquisition cost of such prop- 
erty, provided that such Lien does not extend to 
any other property and that such Indebtedness was 
permitted to be incurred under the Business Plans; 

(iii) Liens for taxes not yet due or which 
are being contested in good faith by appropriate 
proceedings and with respect to which adequate re- 
serves are being maintained; 

(iv) statutory Liens of landlords and Liens 
of carriers, warehousemen, mechanics, materialmen 
and other Liens imposed by law created in the ordi- 
nary course of business for amounts not yet due or 
which are being contested in good faith by appro- 
priate proceedings and with respect to which ade- 
quate reserves are being maintained; 

{v) Liens (other than any Lien imposed by 
ERISA) incurred or deposits made in the ordinary 
course of business in connection with workers' com- 
pensation, unemployment insurance and other types 
of social security, or to secure the performance of 
tenders, statutory obligations, surety and appeal 
bonds, bids, leases, government contracts, perfor- 
mance and return-of-money bonds and other similar 
obligations (exclusive of obligations for the pay- 
ment of borrowed money); 

(vi) easements, rights-of-way, restrictions 
and other similar charges or encumbrances not in- 
terfering with the ordinary conduct of the business 
of the Borrower or any of his Affiliates; 

(vii) Liens existing on any property prior to 
the acquisition thereof, or prior to the acquisi- 
tion of the Person which owns such property, by the- 
Borrower or any of his Affiliates, in each case 
which Lien was not created in contemplation of such 
acquisition; 

(viii) Liens granted under the Security Docu- 
ments and Liens required to be granted pursuant to 
the Override Agreement; 

(ix) extensions, renewals or replacements of 
any Lien referred to in paragraphs (i) through 
(viii) of this Section 5.04(b), provided that any 
such extension, renewal or replacement is limited 
to the property originally encumbered thereby and 
that (A) the refinancing of the Indebtedness se- 
cured thereby of the type described in clause (ii), 
(iii), (iv), (viii) or (x) of Section 5.04(a) shall 
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constitute a Capital Event and (B) no other Indebt- 
edness or obligation secured thereby is increased; 

(x) Liens on any assets of any New Venture; 

and 


(xi) Liens granted in connection with the 
Indebtedness contemplated by the provisions of Sec- 
tion 5 . 04 ( a ) ( vii i ) which relate only to the prem- 
ises described therein. 

(c) Sales, Mergers^ Etc. Except with respect to 
the sale of property of any New Venture or the merger of 
any New Venture with any other New Venture or Person who 
is not an Affiliate of the Borrower, merge or consoli- 
date with any other Person, or sell, lease or otherwise 
dispose of all or any substantial part of such Person's 
property or assets to any other Person, other than in 
transactions that (i) constitute good faith Capital 
Events the other parties to which are Persons which are 
not Affiliates of the Borrower and (ii) are for fair 
market value and are on commercially reasonable terms; 
provided that in no event shall the Borrower or any of 
his Affiliates sell, transfer, or otherwise dispose of, 
pledge, assign, hypothecate or otherwise grant a Lien in 
or on any Equity Interests, rights under management con- 
tracts or rights to any proceeds except in compliance 
with the terms hereof and of the Override Agreement. 

All non-cash forms of consideration which would have 
constituted Net Cash Proceeds had they been received in 
cash at closing shall be pledged to the Agent for the 
benefit of the Banks as security for the obligations 
hereunder pursuant to a pledge or other security agree- 
ment (as appropriate) in form and substance satisfactory 
to the Required Banks. 

(d) Investments, Loans, Etc. Make any loans to or 
- investments in any Person other than: 

(i) investments in Affiliates of the Borrower 
existing on the date hereof; provided that neither 
the Borrower ncr any of his Affiliates will make 
additional loans to or investments in such Affili- 
ates after the date hereof except to the extent 
permitted under Section 5.04{a)(vi); 

(ii) direct obligations of the United States 
or any agency thereof, or obligations guaranteed by 
the United States or any agency thereof, in each 
case maturing within two years from the date of 
creation thereof; 
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(iii) commercial paper maturing within 270 
days from the date of creation thereof rated in the 
highest grade by two nationally recognized credit 
rating agencies; 

(iv) time deposits (maturing within one year 
from the date of creation thereof) with, and cer- 
tificates of deposit issued by, any office located 
in the United States of any bank or trust company 
which is organized under the laws of the United 
States or any state thereof, whose long term debt 
is rated "A" or better by two nationally recognized 
credit rating agencies and has assets aggregating 
at least $10,000,000,000; and 

(v) investments in real property and gaming 
related businesses ("New Ventures") (x) which are 
not built or located on, otherwise annexed to, en- 
hancements of, or otherwise made an essential part 
of, any of the Collateral and (y) which are made 
with (A) the proceeds received and permitted to be 
retained by the Borrower in respect of any Capital 
Event (after giving effect to all distributions 
required to be made hereunder and under the Over- 
ride Agreement from such proceeds) or (B) the pro- 
ceeds received and retained by the Borrower with 
respect to equity investments made by Persons not 
constituting Affiliates of the Borrower or 

(C) assets of any other New Venture; provided that 
(1) the New Venture shall be pu rchasea or con- 
structed and operated, and the assets thereof shall 
be owned, only by a Person which is not the Bor- 
rower or any of his Affiliates (other than an Af- 
filiate which is a New Venture) or any partnership, 
joint venture or other entity as to which the Sor- 
rower or any of his Affiliates (other than an Af- 
filiate which is a New Venture) is a general part- 
ner, joint venturer or otherwise liable directly or 
indirectly for the liabilities of such entity, (2) 
to the extent that any cash, Cash Equivalents or 
any other assets of any New Venture are at any time 
held or owned by the Borrower or any of his Affil- 
iates (other than an Affiliate which is a New Ven- 
ture), they no longer shall be entitled to any of 
the benefits granted to or in respect of New Ven- 
tures in this Agreement or the Override Agreement, 
(3) in the event the Borrower or any of his Affil- 
iates sell3 'or otherwise disposes of any New Ven- 
ture, all income and other taxes and transaction 
costs payable in connection therewith shall be paid 
solely out of the proceeds of such transaction or 
shall be otherwise paid by such New Venture or any 
other New Venture and (4) each New Venture shall 
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enter into a tax sharing agreement with the Bor- 
rower and his Affiliates which are members of the 
same consolidated group for federal income tax pur- 
poses, such agreement to be in form, scope and sub- 
stance satisfactory to the Required Banks. 

* > 

(e) Leases . Enter into or otherwise become liable 
with respect to any leases, including master leases, as 
lessee, except for { i ) leases entered into to replace 
leases existing on June 15, 1990 as disclosed in Sched- 
ule 5.04(e), (ii) leases entered into in the ordinary 
course of business to the extent reflected in the Busi- 
ness Plans, (iii) leases contemplated by the Override 
Agreement, (iv) the lease between The Trump Equitable 
Fifth Avenue Company, as landlord, and The Trump Corpo- 
ration, as tenant, dated as of the date hereof with re- 
spect to the 24th Floor of the building located at 721- 
725 Fifth Avenue, New York, -New York and commonly known 
as Trump Tower, and (v) leases entered into by any New 
Venture to the extent that none of the Borrower or any 
of his Affiliates (other than such New Venture) shall 
have, directly or indirectly, any liability of any na- 
ture whatsoever in respect of such lease. 

(f) Issue of Interests . With respect to the Bor- 
rower's Affiliates, except as part of an employee's re- 
muneration made in accordance with the Business Plans 
and Section 5.02A(a)(v), issue any additional capital 
stock, partnership interests or other Equity Interests, 
issue or otherwise grant any option, warrant or other 
right to acquire or otherwise receive any capital stock, 
partnership interests or other Equity Interests other 
than in connection with transactions that (i) constitute 
Capital Events the other parties to which are Persons 
which are not Affiliates of the Borrower; (ii) are for 
commercially reasonable prices and are on commercia ny 
reasonable terms; and (iii) are on terms which provide 
that at least 90% of all consideration paid for such 
issuance or grant will be payable immediately upon clos- 
ing in cash. All non-cash forms of consideration which 
would have constituted Net Cash Proceeds had they been 
received in cash at closing snail be pledged to the 
Agent for the benefit of the Banks as security for the 
obligations hereunder pursuant to a pledge or other 
security agreement (as appropriate) in form and sub- 
stance satisfactory to the Required Banks. 

( g ) Transactions with Affiliates or New Ventures . 
Enter into or carry out any transaction with (including, 
without limitation, making loans to, purchasing property 
or services (including, without limitation, under any 
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employment or management contract) from, selling prop- 
erty or services to or paying salaries, bonuses, con- 
sulting fees or any. similar amounts to) either (1) any 
Affiliate (other than a New Venture) of any such Person 
or (2) any New Venture, except (in the case of clause 
( 1 ) above only) 

(i) subject to Section S.02A(a)(v), direc- 
tors, officers and employees of any such Person may 
render services to any other such Person for com- 
pensation at the same rates generally paid by Per- 
sons engaged in the same or similar businesses for 
the same or similar services; 

(ii) (x) transactions between the Borrower, on 
the one hand, and any of his Affiliates, onthe 
other hand, made in accordance with the Business 
Plans and entered into in the ordinary course of 
business, pursuant to the reasonable requirements 
of such Person's business, upon terms fair and rea- 
sonable and no less favorable to the Borrower or 
such Affiliate than would obtain in a comparable 
arm's-length transaction or (y) transactions be- 
tween the Borrower, on the one hand, and any of his 
Affiliates (other than these Persons who constitute 
Affiliates as defined in clause (ii) or clause (iv) 
of the definition of "Affiliate" herein), on the 
other hand, made in accordance with, and described 
in reasonable detail in, the Business Plans; 

(iii) transactions effected pursuant to the 
agreements disclosed on, or otherwise described on, 
Schedule 5.04(g) in accordance with the terms as 
they exist on the date hereof; and 

(vi) investments permitted by Section 
5 . 0 4 ( d ) { i ) and (v). 

(h) Modifications to Debt Documents; Waiver to 
Override Agreement ^ (Tj (T) Except as provided in 
Section 5.04 (h) ( i ) (y ) , amend, restate or otherwise 
modify the terms or conditions of any agreements, in- 
struments or other documents issued, delivered or exe- 
cuted in connection with any of such Person's Indebted- 
ness for borrowed money, including without limitation 
the Override Agreement and all documents executed in 
connection therewith (but excluding this Agreement, the 
Notes and the other Loan Documents) except; 
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(A) with respect to all such agreements, 
instruments and other documents (including 
agreements, documents and instruments speci- 
fied in paragraph (B)-(D) below), with the 
prior written consent of the Required Banks; 

(B) with respect to documents executed 
in connection with the Override Agreement (but 
not including the Override Agreement) and the 
Existing Agreement Amendments (except as pro- 
vided to the contrary with respect to these 
agreements specified in paragraph (D) below), 
(1) in the manner and to the extent provided 
for in Section 2.1(b) of the Override Agree- 
ment as it exists on the date hereof or (2) in 
the manner- provided for in paragraph (E) below- 
and not otherwise inconsistent with Section 
2.1(b) of the Override Agreement as it exists 
on the date hereof; 

(C) with respect to the First Amendment 
to Amended and Restated Credit Agreement, 
dated as of the date hereof, between Citibank, 
N.A. as Agent and the Shuttle, such agreement 
may be amended or modified in accordance with 
the provisions thereof relating to amendments 
as such provisions exist on the date hereof; 
and 


(D) with respect to all other such 
agreements, documents or instruments, amend- 
ments, modifications or restatements thereof 
such that such agreements, documents or in- 
struments shall be no less favorable to the 
Borrower and his Affiliates than the same were 
prior to such amendment, modification or re- 
statement; provided that no such amendment, 
restatement or modification shall, without the 
prior written consent of the Required Banks, 
shorten the maturity, increase the frequency 
of times or amounts for payments or prepay- 
ments of principal, interest or any other fees 
or charges in respect thereof or change the 
terms relating to acceleration in a manner 
adverse to the Borrower and his Affiliates, 
subordination, negative pledges, or addition 
of collateral or other security, including 
claims against third parties or, with respect 
to Indebtedness of any Affiliate of the Bor- 
rower all or a portion of the Entity Operating 
Cash Flow (as defined in the Override Agree- 
ment) of which is includable in Operating Cash 
Flow (as defined in the Override Agreement), 
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reduce the amount or timing of distributions 
or other payments of any nature which such 
Person may make to any of the folders of any 
of the Equity Interests of such Person. 

(y) Notwithstanding anything to the contrary con- 
tained herein, no term or provision of this Agreement or 
any other I.oan Documents shall be construed to limit or 
otherwise affect the rights, remedies or obligations 
(including, without limitation, the right to amend, re- 
state or otherwise modify the terms or condition* of any 
agreements, instruments or other documents) of any of 
the lenders (or the agent therefor) under or otherwise, 
in connection with, or the rights and obligations of 
Trump-Equitable Fifth Avenue Company, Plaza or the Bor- 
rower ov any of his other Affiliates under or otherwise 
in connection with, the first mortgage loans in respect 
of the properties of the Borrower and his Affiliates 
known as the "Trump Tower" and the "Plaza Hotel" and all 
agreements, instruments or other documents executed and 
delivered in connection therewith, as the same may be 
amended, restated, modified, extended, renewed or re- 
financed . 

(ii) Until such time as the Collateralization Condition 
has occurred, whenever terms or conditions of this 
Agreement are waived, modified or amended, and any De- 
faults or Events of Default ace waived, or consents 
given to certain events which would otherwise violate 
certain terms or conditions, and such terms or condi- 
tions are also part of the Override Agreement, whether 
explicitly or by incorporation, then such terms or con- 
ditions as they exist in the Override Agreement shall be 
deemed to be waived, modified or amended, defaults or 
events of default shall be waived, and such consents 
shall be given under the Override Agreement, to the same 
extent and for the same period as under this Agreement, 
in each case automatically without further documentation 
or other action. 

(i) Repayments of Indebtedness . Repay or prepay, 
directly or Indirectly, any Indebtedness , including any 
purchase of any notes, bonds or other instruments evi- 
dencing Indebtedness, except (i) payments of the Indebt- 
edness arising hereunder, (ii) mandatory payments or 
mandatory prepayments required by the express terms of 
any Indebtedness permitted to exist under Section 
5.04(a), including purchases of publicly traded bonds 
secured directly or indirectly by the real property of 
any of the Casino Entities made to satisfy the next man- 
datory sinking fund or similar payments within the six 
months preceding the due date for such mandatory pay- 
ment; (iii) optional payments or optional prepayments of 
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the Indebtedness permitted to be incurred under Section 
5.04(a)(iv), (••), (vii), (viii), (x) or (xi) (but, with 
respect to cla e (xi), only in respect of Section 
5.04(a)(iv), (vii), (viii) or (x)), it being understood 
that refinancings permitted by Section 5.04(a) (xi) do 
not constitute optional payments or optional prepayments 
for purposes of this Section 5.04<i); and (iv) once the 
Collateralization Condition has been satisfied, payments 
of amounts owing under the Override Agreement, whether 
from ‘'Operating Cash Flow” (as defined therein) or 
otherwise . 

(j) Capital Expend i tures . In any one year, except 

with respect to any New Venture (but, as to expenditures 

with respect to New Ventures, subject to the restric- 
tions on the source of funds therefor as described in 

Section 5.04(d) (v)), incur or expend any amounts for 
capital expenditures in excess of the amounts of capital 
expenditures set forth in the Annual Plan for such year 
or to the extent of any insurance proceeds received by 
the Borrower or any Affiliate in respect of any casualty 
event with respect to any asset being repaired or re- 
placed by means of such capital expenditure; provided 
that such Person may make capital expenditures in excess 
of such amounts to the extent, and only to the extent, 
deemed by a Governmental Authority to be necessary for 
such Person to remain in compliance with the laws, rules 
and regulations governing the operation of such Person's 
business or ownership of such Person’s assets. 

(k) Transfers to New Ventures . Make any payment 
of, or otherwise transfer, any cash. Cash Equivalents or 
any other assets to any New Venture, or otherwise assume 
or satisfy any liability of any New Venture, except to 
the extent the same constitutes or is made with (i) pro- 
ceeds received and retained by. the Borrower (after giv- 
ing effect to distributions required to be made here- 
under and under the Override Agreement) in respect of 
any Capital Event, (ii) proceeds received and retained 
by the Borrower with respect to equity investments made 
by Persons not constituting Affiliates of the Borrower 
or (iii) assets of any other New Venture. 


ARTICLE VI. EVENTS OF DEFAULT 

Upon the occurrence of any of the following events 
(other than an event specified in Section 6.07(a)-(h) with 
respect to the Borrower, which shall immediately constitute 
an Event of Default) and regardless of whether any accelera- 
tion of all or any portion of the Loan shall have occurred 
pursuant to Article VIA, the Agent shall, upon request of any 
Bank, send a notice to each Bank specifying the circumstances 
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described in such Bank's request and inquiring of each Bank 
whether it has de te rmined To declare an Event of Default or 
to waive the occur rence .of an Event of Default and the De- 
fault giving rise thereto. If within 20 Business Days of the 
date of such notice by the Agent, the Required Banks shall 
have given notice to the Agent that they have elected to de- 
clare an Event of Default, an Event of Default shall be 
deemed to have occurred. If within such 20 Business Day 
period, the Required Waiving Banks shall have elected to 
waive the occurrence of an Event of Default and the Default 
giving rise thereto, such waiver shall be deemed to have oc- 
curred. If neither such declaration or waiver shall occur 
within such 20 Business Day period, the Agent shall send a 
second notice to the Banks making the same inquiry as such 
first notice. If within 20 Business Days of the date of such 

second notice, the Required Banks shall have given notice to 

the Agent that they have elected to declare an Event of De- 
fault, an Event of Default shall be deemed to have occurred. 
If within such 20 business day period, the required waiving 
banks shall have elected to waive the occurrence of an event 
of default and the default giving rise thereto, such waiver 
shall be deemed to have occurred; PROVIDED THAT ANY BANK THAT 
SHALL NOT HAVE RESPONDED TO SUCH SECOND NOTICE WITHIN 20 BUS- 
INESS DAYS THEREOF SHALL BE DEEMED TO HAVE WAIVED THE OC- 

CURRENCE OF SUCH EVENT OF DEFAULT AND THE DEFAULT GIVING RISE 
THERETO. 

Section 6.01. Payments . The Borrower shall fail to pay 
when due (including, without limitation, by mandatory prepay- 
ment) any principal of or interest on any Note, or the Bor- 
rower shall fail to pay wichin 10 Business Days after the due 
date thereof any fee or any other amount payable hereunder or 
under any other Loan Document; 

Section 6.02. Covenants Without Cure . The Borrower 
shall fail to observe or perform any covenant or agreement 
contained in Sections 5.01(c), (f), (g), (h) or (i), 5.03, or 
5.04(a)— (g) ; 

Section 6.03. Other Covenants . The Borrower shall fail 
to observe or perform any covenant or agreement under this 
Agreement, the Notes or, except as may otherwise be specifi- 
cally provided therein, any of the other Loan Documents, 
other than those referred to in Sections 6.01 and 6,02, and, 
if capable of being remedied, such failure shall remain un- 
remedied for 30 days; 

Section 6.04. Representations . Any representation, 
warranty or statement made or deemed to be made by the Bor- 
rower or any Grantor under or in connection with this Agree- 
ment or any other Loan Document shall not have been true and 
correct in all material respects when made or deemed to be 
made; 
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Section 6.05. Validity of Loan Documents . This Agree- 
ment or any of the other .Loan Documents shall cease for any 
reason to be in full force and effect or the Borrower or any 
of his Affiliates shall so assert in writing, or any of the 
Liens created by the Security Documents shall cease to be en- 
forceable or shall not have the priority purported to be cre- 
ated thereby; 

Section 6.06. Defaults Under Other Agreements . Any 
Uniform Event of Default (as defined in the Override Agree- 
ment) shall have occurred and be continuing or the Borrower 
or any of his Affiliates shall fail to make any payment in 
respect of any Indebtedness for borrowed money (including 
leases) which payments aggregate $5,000,000 or more when due 
or within any applicable grace period if the holder of such 
Indebtedness would be able to take any action directly or 
indirectly against the Borrower as the obligor, a guarantor, 
a general or limited partner of any partnership, a partici- 
pant in any joint venture, a stockholder, officer or director 
of a corporation or in any other capacity, whether by opera- 
tion of law or otherwise, for the repayment of such Indebted- 
ness (or any portion thereof or interest thereon or any other 
sums payable in respect thereof) either then or upon an ac- 
celeration of such Indebtedness, or any event or condition 
shall occur which results in the acceleration of the maturity 
of any such Indebtedness in the aggregate outstanding amount 
of $5,000,000 or more or which would enable (or, with the 
giving of notice or lapse of time or both, would enable) the 
holder of such Indebtedness or any Person acting on such 
holder’s behalf to accelerate the maturity thereof; 

Section 6.07. Bankruptcy . (a) The Borrower or any of 

his Affiliates shall commence a voluntary case concerning 
such Person under Title 11 of the United States Code entitled 
"Bankruptcy" as now or hereafter in effect, or any successor 
thereto (the "Bankruptcy Code"); or (b) an involuntary case 
is commenced against the Borrower or any of his Affiliates 
and the petition is not controverted within 90 days, or is 
not dismissed within 90 days, after commencement of the case; 
or (c) a custodian (as defined in the Bankruptcy Code) is 
appointed for, or takes charge of, all or any substantial 
part of the property of the Borrower or any of his Affili- 
ates; or (d) the Borrower or any of his Affiliates commences 
any other proceeding under any reorganization, arrangement, 
adjustment of debt, relief of debtors, dissolution, insol- 
vency or liquidation or similar law of any jurisdiction 
whether now or hereafter in effect relating to the Borrower 
or such Person or there is commenced against the Borrower or 
any of his Affiliates any such proceeding which remains un- 
dismissed for a period of 90 days; or (e) the Borrower or any 
of his Affiliates is adjudicated insolvent or bankrupt; or 
(f) any order of relief or other order approving any such 
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case or proceeding is entered; or (g) the Borrower or any of 
his Affiliates suffers any appointment of any custodian or 
the like for such Person, or any substantial part of such Per- 
son's property to continue undischarged or unstayed for a 
period of 90 days; or (h) the Borrower or any of his Affili- 
ates makes a general assignment for the benefit of creditors; 
or ( i ) the Borrower or any of his Affiliates shall fail to 
pay, or shall state that such Person is unable to pay, or 
shall be unable to pay, such Person's debts generally as they 
become due; or (j) the Borrower or any of his Affiliates 
shall by any act or failure to act indicate such Person's 
consent to, approval of or acquiescence in any of the forego- 
ing; or (k) any action is taken by the Borrower or any of his 
Affiliates for the purpose of effecting any of the foregoing; 
provided that for purposes of this Section 6.07, the term 
''Affiliate” shall not be deemed to include any New Ventures 
or any other Persons listed on Schedule 6.0; 

Section 6.08. ERISA . A Plan shall fail to maintain the 
minimum funding standard required by Section 412 of the Code 
for any plan year or a waiver of such standard is sought or 
granted under Section 412(d), or a Plan is, shall have been 
or is to be imminently, terminated or the subject of termina- 
tion proceedings under ERISA, or the Borrower or an ERISA 
Affiliate has incurred or is imminently to incur a liability 
to or on account of a Plan under Section 4062, 4063, 4064, 
4201 or 4204 of ERISA, and there shall result from any such 
event or events either a liability or a material risk of in- 
curring a liability to the PBGC or a Plan, which in the rea- 
sonable opinion of the Required Banks, will have a material 
adverse effect upon the business, financial condition, re- 
sults of operations or prospects of the Borrower and his Af- 
filiates, taken as a whole; 

Section 6.09. Adverse Judgment . Judgments or orders 
for the payment of money in excess of $5,000,000 in the ag- 
gregate or otherwise materially adverse to the business, con- 
dition (financial or otherwise), operations, prospects or 
assets of the Borrower or any of his Affiliates (other than 
those Affiliates which are New Ventures and the Shuttle) 
shall be rendered against the Borrower or any of his Affili- 
ates (other than those Affiliates which are New Ventures and 
the Shuttle, and such judgments or orders shall continue un- 
satisfied (in the case of a money judgment) and in effect for 
a period of 60 days during which execution shall not be ef- 
fectively stayed or deferred (whether by action of a court, 
by agreement or otherwise); 

Section 6.10. Material Adverse Change . Any material 
adverse change shall occur since May 31, 1990 in the busi- 
ness, condition (financial or otherwise), results of opera- 
tions, assets or prospects of the Borrower or of any of his 
Affiliates (other than New Ventures, the Shuttle and those 
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Affiliates listed on Schedule 6.0) which would materially 
impair the ability of the Borrower to perform his obligations 
under this Agreement and repay the Loans or to comply with 
the Business Plans or the ability of the Grantors to perform 
their obligations under the Guarantees, Security Documents or 
other Loan Documents to which they are parties {it being 
understood that the fact that a given occurrence or event (or 
the failure to occur of such occurrence or event) is not spe- 
cifically identified in the other sections of this Article VI 
does not imply that such Occurrence or event (or failure 
thereof to occur) does not or cannot constitute a material 
adverse change for purposes of this Section 6.10); 

Section 6.11. Casino Control . Any license or other 
governmental consents material to the ownership or operation, 
or the holding of a Lien granted under any Security Document 
on any Equity Interest, of the Casino Entities shall expire 
without renewal or be suspended or revoked or the Borrower or 
any of his Affiliates or any other Person shall be prohibited 
from operating casinos, or holding any such Lien, under any 
of such licenses or consents and such prohibition shall not 
have been removed within 30 days; any regulatory or judicial 
body shall make any determination or take any action which 
materially adversely affects the Borrower’s or any of his 
Affiliates' or any other Person's ability to own and operate, 
directly or indirectly, or hold any such Lien in respect of, 
the Casino Entities, including, without limitation, a deter- 
mination by the Casino Control Commission or the Division of 
Gaming Enforcement that the Borrower or any one of his Af- 
filiates or any other such Person is a "Disqualified Person" 
under Section 86 of the Casino Control Act; or a conservator 
shall be appointed for any of the Casino Entities by the 
Casino Control Commission; 

Section 6.12. Death; Incapacity . The Borrower shall 
die or become incapacitated; 

Section 6.13. Property Loss . There shall occur the 
loss, theft, substantial damage to or destruction of any por- 
tion of the Collateral not fully covered by insurance which 
by itself or with other such losses, thefts, damage or de- 
struction of Collateral shall materially impair the value or 
the operations of the Borrower or any of his Affiliates (ex- 
cept New Ventures and those Affiliates listed on Schedule 
6.0) or there shall occur the exercise of the right of con- 
demnation or eminent domain on any portion of the Collateral 
which by itself or with other such exercises of the right of 
condemnation or eminent domain shall materially impair the 
value or the operations of the Borrower or any of his Affili- 
ates (except New Ventures and those Affiliates listed on 
Schedule 6.0); or 
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Section 6.14. Casino Events . Either (a) any Person or 
Persons (whether or not Banks) shall institute any proceed- 
ings seeking to foreclose or otherwise to realize upon a con- 
sensual lien in any asset of any Casino Entity or any Equity 
Interest in any Casino Entity securing Indebtedness in the 
amount of $5,000,000 or more in the aggregate or (b) the Bor- 
rower or any of his Affiliates shall take any action in con- 
nection with the refinancing or restructuring of any Casino 
Indenture which, directly or indirectly, results in, or will 
imminently result in, the dilution or reduction of the Bor- 
rower's ownership of Equity Interests in any Casino Entity; 

then, and in any such event, and at any time thereafter, if 
any Event of Default shall have been declared pursuant to the 
first paragraph of this Article VI and shall then be continu- 
ing, the Required Banks may, or the Agent may, on behalf of 
the Banks acting by instruction of the Required Banks, by 
written notice to the Borrower, take any or all of the fol- 
lowing actions, without prejudice to the rights of the Banks 
or the holder of a Note to enforce such Person's claims 
against the Borrower: (i) declare the Commitments termi- 

nated, whereupon the Commitments shall terminate immediately 
and any Commitment fee shall forthwith become due and payable 
without any other notice of any kind; or (ii) declare the 
principal of and any accrued interest on the Loans, and all 
other obligations owing hereunder, to be, whereupon the same 
shall become, forthwith due and payable without presentment, 
demand, protest or other notice of any kind, all of which are 
hereby waived by the Borrower; provided, that, if an Event of 
Default specified in Section 6.07(a)-(h) (with respect to the 
Borrower only) shall occur, the result which would occur upon 
the giving of written notice by the Required Banks or the 
Agent to the Borrower, as specified in clauses (i) and (ii) 
above, shall occur automatically without the giving of any 
such notice or the taking of any other action. 

Notwithstanding the foregoing, none of the follow- 
ing shall in and of itself constitute an event which, upon 
declaration by the Required Banks in accordance with the 
first paragraph of this Article VI, would constitute an Event 
of Default: (a) any Person commences to exercise, or exer- 

cises, any Foreclosure Rights with respect to the Shuttle or 
any Equity Interest in the Shuttle, (b) any Equity Interest 
in the Shuttle is transferred to any of the financial insti- 
tutions who are lenders secured by any assets of, or Equity 
Interest of, the Shuttle immediately prior to the Effective 
Date (or their successors and assigns), whether as a result 
of the exercise Of Foreclosure Rights or otherwise, or (c) 
any default or event of default occurs in any Existing Debt 
Credit Agreement, Existing Collateral Agreement, Special Col- 
lateral Agreement or Collateral Agreement (as each such term 
is defined in the Override Agreement) relating to the Shuttle 
or any Equity Interest in the Shuttle. 
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In the event that the Required Banks shall have 
taken any of the act ions • following an Event of Default re- 
ferred to in the paragraph above immediately following Sec- 
tion 6.14# the Agent may exercise all rights and remedies 
provided under this Agreement, any of the Security Documents 
or any other Loan Document, or otherwise available under ap- 
plicable law (including without limitation, the Uniform Com- 
mercial Code), all subject to the direction of the Required 
Barks; provided that with respect to all Collateral {other 
than Collateral referred to on Schedule VI), the foregoing 
shall not be deemed to permit the Agent to exercise Fore- 
closure Rights in the absence of a Foreclosure Event. In 
addition to, and without limitation of, the foregoing, in the 
event any Foreclosure Event shall occur with respect to any 
Collateral, the Agent, at the direction of the Required 
Banks, shall exercise or enforce any of its rights or reme- 
dies (including, without limitation, the rights and remedies 
set forth in Article VIA) with respect to the obligations of 
the Borrower hereunder either by suit in equity or by action 
at law, or both, or to enforce the payment of any such obli- 
gations, against, or to exercise any other foreclosure or 
similar remedy with respect to (the foregoing rights and rem- 
edies against property and the rights and remedies under 
Article VIA being hereinafter referred to as the "Foreclosure 
Rights"), all or any portion of any property included in such 
Collateral pursuant to any Security Documents, all in accor- 
dance with the instructions of the Required Banks (it being 
expressly understood and agreed that every Foreclosure Event 
shall be deemed to constitute a "default", as such term is 
used in Part 5 of Article 9 of the Uniform Commercial Code, 
and that the Agent shall have all the rights and remedies 
afforded a secured creditor after "default" in such statutory 
provisions upon the occurrence of any Foreclosure Event). A 
"Foreclosure Event" with respect to any property included in 
the Collateral shall be deemed to have occurred if on or 
after the date hereof (x) any Person or Persons holding a 
Prior Lien on such Affected Collateral (it being understood 
for the purpose of this clause { x ) that any Lien on any asset 
or property of any Person shall be deemed to be a Prior Lien 
with respect to any Lien on any Equity Interest (or proceeds 
thereof or rights thereof, including, without limitation, 
distributions therefrom) of such Person) shall have commenced 
to exercise Foreclosure Rights against all or any portion of 
such property included in the Collateral, (y) in the case of 
any of the Collateral referred to on Schedule VI, at any 
time, or, in the case of any other Collateral, at such time 
as no Lender shall hold a Prior Lien in the applicable Af- 
fected Collateral (or, in the case of clause (B) below, the 
applicable Collateral with respect to which the Agent is pro- 
posing to exercise any Foreclosure Rights) (it being under- 
stood for the purpose of this clause (y) that any Lien on any 
asset or property of any Person shall not be deemed to be a 
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Prior Lien with respect to any Lien on any Equity Interest 
(or proceeds thereof or rights therein, including, without 
limitation, distributions therefrom) of such Person), either 
(A) the Borrower or any of his Affiliates shall have failed 
to observe or perform any covenant or agreement contained in 
the Security Documents creating the Lien in such property or 
any default under such Security Documents shall occur, in 
each case, which shall continue to exist following the expi- 
ration of any applicable grace period, or (B) any Event of 
Default shall have occurred without waiver or cure for 20 
days after the expiration of any applicable grace period or 
any Uniform Event of Default (as defined in the Override 
Agreement) shall have occurred without waiver or cure for 20 
days after the expiration of any applicable grace period, or 
(z) in the case of any of the Collateral referred to on 
Schedule VI, at any time, or, in the case of any other Col- 
lateral, at such time as no Lender shall hold a Prior Lien in 
the applicable Affected Collateral (it being understood for 
the purpose of this clause (z) that any Lien on any asset or 
property of any Person shall not be deemed to be a Prior Lien 
with respect to any Lien on any Equity Interest (or proceeds 
thereof or rights therein, including, without limitation, 
distributions therefrom) of such Person), the Borrower or any 
of his Affiliates shall have failed to make any payment of 
principal of or interest on any Indebtedness owed to the 
Banks hereunder which is secured pursuant to such Security 
Documents by all or any portion of such property included in 
the Collateral when due (whether at stated maturity, by ac- 
celeration, on demand or otherwise) which shall continue to 
exist following the expiration of any applicable grace 
period. The term "Affected Collateral" shall mean the prop- 
erty (real or personal, tangible or intangible, whether pres- 
ently existing or hereafter created) included in the Col- 
lateral with respect to all or a portion of which such prop- 
erty an event has occurred (or failed to occur) which re- 
sulted in the occurrence of the applicable Foreclosure Event. 
For purposes of this Article VI, a Lien on any proceeds, or 
rights in (including, without limitation, distributions in 
respect of), any Equity Interest shall be treated equiva- 
lently to a Lien in such Equity Interest. 

In the event that the Agent has exercised or enforced 
any rights or remedies pursuant to this Article VI and shall 
thereafter have discontinued all such exercise or enforce- 
ment, the Agent shall upon the written request of the Bor- 
rower send a notice to each Person specified in such request 
of the Borrower stating that such exercise or enforcement has 
been so discontinued. 


- 73 - 



422 


I 


ARTICLE VIA. SPECIAL FORECLOSURE RIGHTS PROVISION 

Section 6A.01. Special Foreclosure Rights Provisions . 
The Borrower hereby irrevocably waives# and the Borrower 
hereby irrevocably agrees to cause its Affiliates to waive, 
any requirement under any applicable law, any procedural rule 
of any Governmental Authority or otherwise arising that any 
part of the Loans be then due and payable upon the exercise 
of any Foreclosure Rights by the Agent upon a Foreclosure 
Event but only to the extent necessary to permit the com- 
mencement to exercise, exercise or enforcement of Foreclosure 
Rights. In the event that it shall be necessary under ap- 
plicable law as a predicate to the commencement of any exer- 
cise of, exercise of or enforcement of any such Foreclosure 
Right upon a Foreclosure Event, the Agent, in order to com- 
mence to exercise, exercise and/or enforce such Foreclosure 
Rights, may, to the extent so required, by notice to the Bor- 
rower, declare all or part of the Loans to be forthwith due 
and payable, whereupon all or part of the Loans shall become 
and be forthwith due and payable, without presentment, de- 
mand, protest, notice (except as provided above), or other 
requirements of any kind, all of which are expressly waived; 
provided , however , that notwithstanding anything in this 
Agreement or any other Loan Document to the contrary (except 
to the extent expressly provided to the contrary in Article 
VI), in the event of any such acceleration all of the 
following shall be applicable: 

(a) each of the Agent and each Bank hereby irrevocably 
agrees to forbear from exercising any right or remedy other 
than such Foreclosure Rights, under any Existing Debt Credit 
Agreement, Existing Collateral Agreement, Existing Agreement 
Amendment or other Loan Document (as such terms are defined 
in the Override Agreement) or under this Agreement, the Secu- 
rity Documents or any other Loan Document or otherwise avail- 
able under applicable law, notwithstanding anything in such 
agreements or documents to the contrary, to which such Person 
would otherwise be entitled as a result of such acceleration, 
including, without limitation, enforcing any deficiency or 
similar claim (against the obligor thereof or otherwise) 
arising from such exercise or Foreclosure Rights until such 
Person shall be entitled to exercise any such right or remedy 
in accordance with the terms hereof and thereof; 

(b) each of the Agent and each Bank shall not be en- 
titled to exercise any Foreclosure Rights with respect to any 
other property or any other Equity Interest solely by virtue 
of such acceleration until such Person shall otherwise be so 
entitled in accordance with any Existing Collateral Agree- 
ment, Special Collateral Agreement or Collateral Agreements 
(as such terms are defined in the Override Agreement) or un- 
der this Agreement, the Security Documents or any other Loan 
Document ; 
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(c) each of the Agent and each Bank agrees that such 
acceleration shall not affect or expand any obligation of any 
obligor under any guaranty or otherwise, except as may be 
necessary to permit the commencement to exercise, exercise or 
enforcement of the Foreclosure Rights in connection with 
which such acceleration was effected; 

(d) each of the Agent and each Bank agrees that such 
acceleration shall not in and of itself affect the determina- 
tion of whether the conditions precedent to the advance of 
any Loan or the issuance of any Letter of Credit have been 
satisfied; 

(e) each of the Kgent and each Bank agrees that such 
acceleration shall not affect the rate at whicn interest 
shall accrue on the Loans and shall not in and of itself re- 
sult in the imposition of any fee or other charge; 

(f) each of the Agent and each Bank hereby waives any 
default or event of default which may arise under any Exist- 
ing Debt Obligation (as defined in the Override Agreement) to 
which it is a party which may result from such acceleration 
as long as the forbearance provisions of this Section 6A.01 
are in effect; 

(g) each of the Agent; and each Bank agrees that such 
acceleration shall not la and of itself affect the determina- 
tion of whether any representations and warranties hereunder 
or under any other Loan Document; are true and complete and 
whether any Default descriDed : ” Section 6.10 has occurred; 

(h) each of the Agent and each Bank agrees that each 
and every provision of the Override Agreement, each Existing 
Debt Credit Agreement, Existing Collateral Agreement, each 
Existing Agreement Amendment and each other Loan Document (as 
all such terms are defined in the Override Agreement) and 
under this Agreement, each Security Document and the other 
Loan Documents shall be deemed amended so that the rights and 
remedies of the parties hereto and thereto shall not be al- 
tered by any such acceleration, except as may be necessary to 
permit the commencement to exercise, exercise or enforcement 
of the Foreclosure Rights in connection with which accelera- 
tion was affected. 

The provisions of this Section 6A.01 shall be effective until 
such time as the Agent shall exercise an independent right 
pursuant to this Agreement to accelerate the Loans pursuant 
to Article VI hereof. 
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ARTICLE VII. THE AGENT 

Section 7.01. Appointment of Agent . Each Bank hereby 
designates Bankers Trust Company as Agent to act as herein 
specified. Each Bank hereby irrevocably authorizes, and each 
holder of any Note by the acceptance of a Note shall be 
deemed irrevocably to authorise, the Agent to take such ac- 
tion on its behalf under the provisions of this Agreement and 
the Notes and any other instruments and agreements referred 
to herein and to exercise such powers and to perform such 
duties hereunder and thereunder as are specifically delegated 
to or required of the Agent by the terms hereof and thereof 
and such other powers as are reasonably incidental thereto. 
The Agent may perform any of its duties hereunder by or 
through its agents or employees. 

Section 7.02, Nature of Duties of _A£ent. The Agent 
shall have no duties or responsibilities except those ex- 
pressly set forth in this Agreement. Neither the Agent nor 
any of its officers, directors, employees or agents shall be 
liable for any action taken or omitted by it as such here- 
under or in connection herewith, unless caused by its or 
their gross negligence or willful misconduct. The duties of 
the Agent shall be mechanical and administrative in nature? 
the Agent shall not have by reason o f this Ag reement a fidu- 
ciary relationship in respect of any Bank; and nothing in 
this Agreement, expressed or implied, is intended to or shall 
be so construed as to impose upon the Agent any obligations 
in respect of this Agreement except as expressly set forth 
herein. Without limiting the generality of the foregoing, 
the Borrower shall be entitled to rely on the accuracy and 
authority of any written communication given to the Borrower 
by the Agent and expressly signed by the Agent in that capac- 
ity. 


Section 7.03. Lack of Reliance on the Agent , (a) In- 
dependently and without reliance upon the Agent, each Bank, 
to the extent it deems appropriate, has made and shall con- 
tinue to make (i) its own independent investigation of the 
financial condition and affairs of the Borrower in connection 
with the taking or not taking of any action in connection 
herewith, and (ii) its own appraisal of the creditworthiness 
of the Borrower, and, except as expressly provided in this 
Agreement* the Agent shall have no duty or responsibility, 
either initially or on a continuing basis, to provide any 
Bank with any credit or other information with respect there- 
to, whether coming into it9 possession before the making of 
any Loans, the issuance of any Letter of Credit or at any 
time or times thereafter. 

(b) The Agent shall not be responsible to any Bank for 
any recitals, statements, information, representations or 
warranties herein or in any document, certificate or other 
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writing delivered in connection herewith or for the execu- 
tion, effectiveness, genuineness, validity, enforceability, 
collectibility, priority-or sufficiency of this Agreement, 
the Notes or any other Loan Document or the financial condi- 
tion of the Borrower or be required to make any inquiry con- 
cerning either the performance or observance of any of the 
terms, provisions or conditions of this Agreement, the Notes 
or any other Loan Document, or the financial condition of the 
Borrower, or the existence or possible existence of any De- 
fault or Event of Default. 

Section 7.04. Certain Rights of the Agent . If the 
Agent shall request instructions from the Required Banks with 
respect to any act or action (including the failure to act) 
in connection with this Agreement, the Agent shall be en- 
titled to refrain from such act or taking such action unless 
and until the Agent shall have received instructions from the 
Required Banks; and the Agent shall not incur liability to 
any Person by reason of so refraining. Without limiting the 
foregoing, no Bank shall have any right of action whatsoever 
against the Agent as a result of the Agent acting or refrain- 
ing from acting hereunder in accordance with the instructions 
of the Required Banks. 

Section 7.05. Reliance by Agent . The Agent shall be 
entitled to rely, and shall be fully protected in relying, 
upon any note, writing, resolution, notice, statement, cer- 
tificate, telex, teletype or telecopier message, cablegram, 
radiogram, order or other documentary, teletransmission or 
telephone message believed by it to be genuine and correct 
and to have been signed, sent or made by the proper Person. 
The Agent may consult with legal counsel (including counsel 
for the Borrower), independent public accountants and other 
experts selected by it and shall not be liable for any action 
taken or omitted to be taken by it m good faith in accor- 
dance with the advice of such counsel, accountants or ex- 
per ts . 

Section 7.06. Indemnification of Agent . To the extent 
the Agent is not reimbursed and indemnified by the Borrower, 
each Bank will reimburse and indemnify the Agent, in propor- 
tion to its respective Commitment, for and against any and 
all liabilities, obligations, losses, damages, penalties, 
actions, judgments, suits, costs, expenses (including reason- 
able counsel fees and disbursements) or disbursements of any 
kind or nature whatsoever which may be imposed on, incurred 
by or asserted against the Agent in performing its duties 
hereunder, in any way relating to or arising out of this 
Agreement; provided that no Bank shall be liable for any por- 
tion of such liabilities, obligations, losses, damages, pen- 
alties, actions, judgments, suits, costs, expenses or dis- 
bursements resulting from the Agent’s gross negligence or 
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willful misconduct. In the event a court of competent juris- 
diction shall have determined in any action or proceeding 
that any conduct of the Agent, including any act taken or 
omitted, did not constitute gross negligence or willful mis- 
conduct, no Bank shall later assert, including in any action 
or proceeding, that such conduct constituted gross negligence 
or willful misconduct hereunder. 

Section 7.07. The Agent in its Individual Capacity . 

With respect to its obligation to lend under this Agreement, 
the Loans made by it and the Note issued to it, the Agent 
shall have the same rights and powers hereunder as any other 
Bank or holder of a Note and may exercise the same as though 
it were not performing the duties specified herein; and the 
terms "Banks", "Required Banks", "holders of Notes",' or any 
similar terms shall, unless the context clearly otherwise 
indicates, be determined as if the Agent was not the Agent 
hereunder but rather was only one of the Banks. The Agent 
may accept deposits from, lend money to, and generally engage 
in any kind of banking, trust, financial advisory or other 
business with the Borrower or any Affiliate of the Borrower 
as if it were not performing the duties specified herein, and 
may accept fees and other consideration from the Borrower for 
services in connection with this Agreement and otherwise 
without having to account for the same to the Banks. 

Section 7.08. Holders of Notes . The Agent may deem and 
treat the payee of any Note as the owner thereof for all pur- 
poses hereof unless and until a written notice of the assign- 
ment or transfer thereof shall have been filed with the 
Agent. Any request, authority or consent of any Person who, 
at the time of making such request or giving such authority 
or consent, is the holder of any Note shall be conclusive and 
binding on any subsequent holder, transferee or assignee of 
such Note or of any Note or Notes issued in exchange there- 
for . 


Section 7.09. Su ccessor Agent . (a) The Agent may re- 
sign at any time by giving written notice thereof to the 
Banks and the Borrower and may be removed at any time with or 
without cause by the Required Banks; provided that the Agent 
may not give notice and resign, or be removed, as Agent under 
this Agreement without simultaneously giving notice and re- 
signing, or being removed, as the case may be, as agent and 
collateral agent under the Override Agreement. Upon any such 
resignation or removal, the Required Banks shall have the 
right, upon five days' notice to the Borrower, to appoint a 
successor Agent provided that any such successor Agent shall 
also simultaneously be appointed as agent and collateral 
agent under the Override Agreement. If no successor Agent 
shall have been so appointed by the Required Banks, and shall 
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have accepted such appointment, within 30 days after the re- 
tiring Agent's giving of notice of resignation or the Re- 
quired Banks’ removal of the retiring Agent, then, upon 5 
days' notice to the Borrower, the retiring Agent may, on be- 
half of the Banks, appoint a successor Agent, which shall be 
a bank which maintains an office in the United States, or a 
commercial bank organized under the laws of the United States 
of America or of any State thereof, or any Affiliate of such 
bank, having a combined capital and surplus of at least 
$50,000,000 provided that any such successor Agent shall also 
simultaneously be appointed as agent and collateral agent 
under the Override Agreement. 

(b) Upon the acceptance of any appointment as Agent 
hereunder by a successor Agent, such successor Agent shall 
thereupon succeed to and become vested with all the rights, 
powers, privileges and duties of the retiring Agent, and the 
retiring Agent shall be discharged from its duties and obli- 
gations thereafter arising under this Agreement and all other 
Loan Documents. After any retiring Agent's resignation or 
removal hereunder as Agent, the provisions of this Article 
VII shall inure to its benefit as to any actions taken or 
omitted to be taken by it while it was Agent under this 

Ag reement . 

(c) In the event that neither the Required Banks nor 
the Agent appoint a successor Agent within the periods de- 
scribed in paragraph (a) above, the Agent may in its sole 
discretion immediately resign without any further notice to 
either the Banks or the Borrower. Upon such resignation, the 
retiring Agent shall be discharged from its duties and obli- 
gations thereafter arising under this Agreement and all other 
Loan Documents. Simultaneously with the retiring Agent's 
resignation under this Agreement, the retiring Agent shall 
also be deemed to have resigned under each of the Security 
Documents and all other Loan Documents and the Override 
Agreement in connection with which the retiring Agent acted 
as agent or collateral agent, all without further notice of 
any kind. Upon such resignation, the Agent shall promptly 
assign all Liens created in favor of the Agent under the Se- 
curity Documents to each of the Banks, jointly. Immediately 
upon such resignation, all references in this Agreement, the 
Security Documents and the other Loan Documents to the Agent 
shall be deemed to be references to each Bank severally and 
each Bank hereby accepts any such assignment. 


ARTICLE VIII. MISCELLANEOUS 

Section 8.01. Notices . All notices, requests and other 
communications to any party hereunder or under any of the 
Notes shall be in writing (including bank wire and telex) and 
shall be given to such party at its address by hand delivery, 
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certified mail or air courier or telex number (and with cop- 
ies to such other Persons) set forth on the signature pages 
hereof or such other address or telex number as such party 
may hereafter specify by notice to the Agent, the Banks and 
the Borrower. All notices, requests and other communications 
sent to the Borrower shall be deemed to have also been re- 
ceived by each of his Affiliates. Each such notice, request 
or other communication shall be effective (i) if given by 
telex, when such telex is transmitted to the telex number 
specified on the signature pages hereof and the appropriate 
answerback is received, (ii) if given by mail, 72 hours after 
such communication is deposited in the mails with first class 
postage prepaid, addressed as aforesaid or (iii) if given by 
any other means (including, without limitation, by air 
courier), when delivered at the address specified on the sig- 
nature pages hereof; provided that notices to the Agent or 
the Banks shall not be effective until received. No notices, 
requests or other communications may be given by telecopy. 

Section 8.02. Amendments, Etc. No amendment or waiver 
of any provision of this - Agreement , the Notes or any other 
Loan Document, nor consent to any departure by the Borrower 
therefrom, shall in any event be effective unless the same 
shall be in writing and signed by, in the case of the amend- 
ments, the Required Banks and, in the case of waivers and 
consents, the Required Waiving Banks, and then such amend- 
ment, waiver or consent shall be effective only in the spe- 
cific instance and for the specific purpose for which given; 
provided that no amendment, waiver or consent shall, unless 
in writing and signed by all the Banks, do any of the follow- 
ing; (i) waive any of the conditions specified in Article 
III, (ii) increase the Commitment of any Bank or subject any 
Bank to any additional obligations, (iii) reduce the princi- 
pal of, or interest on, any Note or any fees hereunder, (iv) 
postpone any date any payment in respect of principal of, or 
interest on, any Note is to be made or any fees hereunder are 
to be paid, (v) change the percentage of the Commitments or 
of the aggregate unpaid principal amount of the Notes, or the 
number or identity of Banks, which shall be required for the 
Banks or any of them to take any action hereunder, (vi) amend 
this Section 8.02, the second sentence of Section 8.05 or 
Section 8.06, or (vii) release (other than in connection with 
a Capital Event) any Collateral; and provided further that no 
amendment, waiver or consent shall, unless in writing and 
signed by the Agent in addition to the Banks required herein- 
above to take such action, affect the rights or duties of the 
Agent under this Agreement or any Note. Notwithstanding any- 
thing herein to the contrary, a waiver of an Event of Default 
following the declaration thereof pursuant to Article VI 
shall not be deemed effective unless the same shall be in 
writing and signed by the Required Waiving Banks. Without 
limiting the generality of the foregoing, the Required Waiv- 
ing Banks shall be entitled to (x) waive a Default arising 
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pursuant to clause (b) of Section 6.14 or any other breach of 
the terms and conditions of this Agreement arising out of the 
events described in such. clause or (y) consent to the action 
which, without such consent, would constitute such a Default. 

Section 8.03. No Waiver; Remedies Cumulative . No fail- 
ure or delay on the part oT the Agent or any Bank in exercis- 
ing any right or remedy hereunder or under any Note and no 
course of dealing between the Borrower and the Agent or any 
Bank shall operate as a waiver thereof, nor shall any single 
or partial exercise of any right or remedy hereunder or under 
any Note preclude any other or further exercise thereof or 
the exercise of any other power, privilege, right or remedy 
hereunder or thereunder. The rights and remedies herein ex- 
press'. provided are cumulative and not exclusive of any 
rights or remedies which the Agent or any Bank would other- 
wise have. No notice to or demand on the Borrower not re- 
quired hereunder or under any Note in any case shall entitle 
the Borrower to any other or further notice or demand in sim- 
ilar or other circumstances or constitute a waiver of the 
rights of the Agent or the Banks to any other or further ac- 
tion in any circumstances without notice or demand. 

Section 8.04. Payment of Expenses, Etc. The Borrower 
shall: 

(a) whether or not the transactions hereby con- 
templated are consummated or any Loans made or any Let- 
ters of Credit issued, promptly after invoice therefor, 
pay all out-of-pocket cos.s and expenses of the Agent 
and the Banks in the administration (both before and 
after the execution hereof and including advice of coun- 
sel as to the rights and duties of the Agent and the 
Banks with respect thereto) of, and in connection with 
the preparation, execution and delivery of, preservation 
of rights under, enforcement of, and, with respect to 
the Banks, after a Default, and, with respect to the 
Agent, at any time, refinancing, renegotiation or re- 
structuring of, this Agreement, the Notes, any Letters 
of Credit and the Loan Documents and instruments re- 
ferred to herein and therein and any amendment, waiver 
or consent relating thereto (including, without limita- 
tion, the fees and disbursements of their respective 
counsel (including allocated costs of internal counsel), 
accountants and other consultants); 

(b) pay and hold each of the Banks harmless from 
and against any and all present and future stamp, mort- 
gage recording and other similar taxes with respect to 
the foregoing matters and save each Bank harmless from 
and against any and all liabilities with respect to or 
resulting from any delay or omission to pay such taxes; 
and 
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(c) Indemnify the Agent and each Bank, its offic- 
ers, directors, employees, representatives and agents 
from, and hold each of them harmless against, any and 
all costs, losses, liabilities, claims, damages or ex- 
penses incurred by any of them (whether or not any of 
them is designated a party thereto) arising out of or by 
reason of any investigation, litigation or other pro- 
ceeding, or threatened proceeding, related to any actual 
or proposed use by the Borrower or any Affiliate of the 
proceeds of any of the Loans or the Letters of Credit or 
the Borrower's entering into and performing of the 
Agreement, any Note, any Letters of Credit or the Loan 
Documents, including, without limitation, the fees and 
disbursements of counsel (including allocated costs of 
internal counsel) incurred in connection with any such 
investigation, litigation or other proceeding. 

If and to the extent that the obligations of the Borrower 
under this Section 8.04 are unenforceable for any reason, the 
Borrower hereby agrees to make the maximum contribution to 
the payment and satisfaction of such obligations which is 
permissible under applicable law. The Borrower's obligations 
under this Section 8.04 shall survive any termination of this 
Agreement, the payment of the Notes and the expiration of the 
Letters of Credit. 

Section 8.05. Right of Set-off? Sharing of Set-of fs. 
Each Bank shall, uporT the Occurrence ot any Event of Default 
and whether or not such Bank has made any demand or the Bor- 
rower's obligations are matured, have the right to appropri- 
ate and apply to the payment of the Borrower's obligations 
hereunder and under the Notes, all deposits (general or spe- 
cial, time or demand, provisional or final) then or there- 
after held by and other indebtedness or property then or 
thereafter owing by such Bank, whether or not related to this 
Agreement or any transaction hereunder. Each Bank agrees 
that it will apply all such proceeds to the Borrower's obli- 
gations hereunder and under the Notes, and that if it shall, 
by exercising any right of set-off or otherwise, receive pay- 
ment of a proportion of the aggregate amount of principal and 
interest due with respect to the Note held by it which is 
greater than the proportion received by any other Bank in 
respect of the aggregate amount of principal and interest due 
with respect to the Note held by such other Bank, the Bank 
receiving such proportionately greater payment shall purchase 
such participations in the Notes held by the other Banks, and 
such other adjustments shall be made, as may be required so 
that all such payments of principal and interest with respect 
to the Notes held by the Banks shall be shared by the Banks 
in accordance with their Pro Rata Shares. The Borrower 
agrees, to the fullest extent it may effectively do so under 
applicable law, that any holder of a participation in a Note, 
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whether or not acquired pursuant to the foregoing arrange** 
ments, may exercise rights of set-off or counterclaim and 
other rights with respect to such participation as fully as 
if such holder of a participation were a direct creditor of 
the Borrower in the amount of such participation. Each such 
participant agrees that it will apply all such amounts to the 
Borrower's obligations hereunder and under the Note in which 
it purchased a participation and that if it shall, by exer- 
cising any right of set-off or otherwise, receive payment of 
a proportion of the aggregate amount of principal and inter- 
est due with respect to the Note in which it holds a partici- 
pation which is greater than the proportion received by any 
other participant in such Note in respect of the aggregate 
amount of principal and interest due to such other partici- 
pant in respect of such Note, the participant receiving such 
proportionately greater payment shall purchase such partici- 
pations in such Note, and such other adjustments shall be 
made, as may be required so that all such payments of prin- 
cipal and interest with respect to such Note shall be shared 
pro rata by each participant in such Note* If, after a par- 
ticipant in one of the Notes has exercised any right of set- 
off or otherwise (and after making any adjustments among all 
the participants holding participations in such Note pursuant 
to the preceding sentence), the amount which has been re- 
ceived by the holder of and all participants in such Note in 
respect of principal and interest due with respect to such 
Note is greater than the proportion received by any other 
holder of, and participants in, any other Note in respect of 
the aggregate amount of principal and interest due with re- 
spect to such other Note, the holder of the Note on account 
of which it and its participants received such proportion- 
ately greater payment shall purchase such participations in 
the other Notes, and such other adjustments shall be made, as 
may be required so that all such payments of principal and 
interest with respect to the Notes shall be shared by the 
Banks and their participants in accordance with the Banks' 

Pro Rata Shares. 

Section 8.06. Benefit of Agreement , (a) This Agree- 
ment shall be binding upon and inure to the benefit of and be 
enforceable by the respective successors and assigns and 
heirs, distributees, legatees and administrators of the par- 
ties hereto, provided that the Borrower may not assign or 
transfer any of his interest hereunder without the prior 
written consent of the Banks. 

(b) Any Bank may make, carry or transfer Loans, Notes 
or Letters of Credit at, to or for the account of, any of its 
branch offices or the office of a wholly owned subsidiary of 
such Bank, its parent or another wholly owned subsidiary of 
its parent; provided that no such transfer shall be deemed to 
constitute a delegation by such Bank of any of its obliga- 
tions under this Agreement. 
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(c) Except for transfers permitted in paragraph (b) 
above, no Bank may assign its rights or delegate its obliga- 
tions under this Agreement (except the rights and obligations 
of the Agent , as provided in Section 7.09); nor may it as- 
sign# or sell participations in# any part of any Loan or 
Loans or Letters of Credit issued pursuant hereto or its Com- 
mitment or any other interest herein or in its Note. 

Section 8.07, Governing Law; Submission to Jurisdic- 
tion . (a) This Agreement and the rights and obligations of 
the parties hereunder, under the Notes# the Letters of Credit 
and under any Loan Document (except to the extent explicitly 
provided to the contrary therein) shall be construed in ac- 
cordance with and be governed by the law (without giving ef- 
fect to the conflict of law principles thereof) of the State 
of New York. 

(b) Any legal action or proceeding with respect to this 
Agreement, any Note# any Letter of Credit or any Loan Docu- 
ment or any document related hereto or thereto may be brought 
in the courts of the County of New York# State of New York or 
of the United States of America for the Southern District of 
New York# and, by execution and delivery of this Agreement# 
the Borrower hereby accepts for himself and in respect of his 
property, generally and unconditionally, the jurisdiction of 
the aforesaid courts. 

WITH RESPECT TO ANY SUCH LEGAL ACTION OR PROCEEDING THE 
PARTIES HERETO HEREB* IRREVOCABLY WAIVE TRIAL BY JURY, AND 
THE BORROWER HEREBY IRREVOCABLY WAIVES ANY OBJECTION# INCLUD- 
ING, WITHOUT LIMITATION, ANY OBJECTION TO THE LAYING OF VENUE 
OR BASED ON THE GROUNDS OF FORUM NON CONVENIENS# WHICH HE MAY 
NOW OR HEREAFTER HAVE TO THE BRINGING OF ANY SUCH ACTION OR 
PROCEEDING IN SUCH RESPECTIVE JURISDICTIONS. 

(c) Nothing herein shall affect the right of any Bank 
to serve process in any manner permitted by law or to com- 
mence legal proceedings or otherwise proceed against the Bor- 
rower in any other jurisdiction. 

Section 8.08. Acknowledgments . The Borrower and each 
Bank each hereby severally acknowledges that (a) it has been 
advised Ly counsel in the negotiation, execution and delivery 
of this Agreement and all other Loan Documents to which it is 
a party# (b) it has made an independent decision to enter 
into this Agreement and the other Loan Documents to which it 
is a party# without -reliance on any representation# warranty, 
covenant or undertaking by the Agent or any Bank, (c) there 
are no representations, warranties# covenants# undertakings 
or agreements by the parties hereto as to this Agreement, the 
Notes and the other Loan Documents except as specifically 
provided herein and therein# (d) neither the Agent nor any 
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Bank has any fiduciary obligation toward the Borrower or any 
of his Affiliates with respect to any such Loan Document, (e) 
the relationship between the Borrower, on one hand, and each 
Bank, on the other hand, pursuant to this Agreement, the 
Notes and the other Loan Documents is and shall be solely 
that of debtor and creditor, respectively, and (f) no joint 
venture exists either between the Borrower and the Banks or 
any Bank or among any one or more of the Banks as a group. 

Section 8.09. Counterparts . This Agreement may be exe- 
cuted in any number ofHcounterpar ts and by the different par- 
ties hereto on separate counterparts, each of which when so 
executed and delivered shall be an original, but all of which 
shall together constitute one and the same instrument. 

Section 8.10, Effectiveness? Survival of Provisions . 
This Agreement shall become effective on the date (the "Ef- 
fective Date") on which all of the parties hereto shall have 
signed a copy hereof (whether the same or different copies) 
and shall have delivered the same to the Agent pursuant to 
Section 8.01 or, in the case of the Banks, shall have given 
to the Agent written or telex notice (actually received) at 
such office that the same has been signed and mailed to it. 
The Borrower's obligations under Sections 2.05(h) and (i), 
2.12 and 8.04 hereof shall survive the payment in full of the 
Notes and the expiry of ail Letters of Credit. All represen- 
tations and warranties made hereunder and in any document, 
certificate or statement delivered pursuant hereto or in con- 
nection herewith shall survive the execution and delivery of 
this Agreement. 

Section 8.11. Headings Descriptive . The headings of 
the several sections and subsections of this Agreement, and 
the Table of Contents, are inserted for convenience only and 
shall not in any way affect the meaning or construction of 
any provision of this Agreement. 

Section 8.12. Waiver by Banks . Each Bank hereby waives 
any default or event of default which would otherwise occur 
under any Existing Agreements solely as a result of the exe- 
cution, delivery and performance of this Agreement, the 
Notes, the Guaranties, the Security Documents, the Existing 
Agreement Amendments, the Override Agreement, the Collateral 
Agreements and the Special Collateral Agreements, and (each 
of the following as defined in the Override Agreement) the 
Guaranties, the Special Guaranties, or any amendment or re- 
statement, executed and delivered as of the date hereof 
(copies of which have been provided to each Bank) to any doc- 
uments to which it is a party governing, relating to or evi- 
dencing Indebtedness secured by a first priority Lien on the 
assets of the Shuttle or the Plaza in each case as in effect 
on the date hereof. 


85 



434 


Section 8.13. C ertain Agreements . Each Bank hereby 
acknowledges and agrees to comply with the provisions of (i) 

' the proviso to Section 3. 2(a) ( ii ) (y ) t6 ) of the Override 
Agreement (as the Override Agreement is in effect on the date 
hereof) and (ii) Section 3.2(h) of the Override Agreement (as 
the Override Agreement is in effect on the date hereof). It 
is understood that for purposes of this Agreement, (a) prop- 
erly conducted auction sales of condominium units shall be 
deemed to be for fair market value on commercially reasonable 
terms; nothing in this Agreement shall be deemed to amend or 
waive any provision of the Trump Palace Loan (as defined in 
Schedule III to the Override Agreement) which restricts any 
lease of residential condominium units by the Borrower d/b/a 
The Trump Palace Company; and (c) notwithstanding anything to 
the contrary contained herein, no term or provision of this 
Agreement or any other Loan Documents shall be construed to 
limit or otherwise affect the rights, remedies or obligations 
(including, without limitation, the right to amend, restate 
or otherwise modify the terms or conditions of any agree- 
ments, instruments or other documents) of any of the lenders 
(or the agent therefor) under or otherwise in connection 
with, or the rights and obligations of TrumpEqui table Fifth 
Avenue Company, Plaza or the Borrower or any of his other 
Affiliates under or otherwise in connection with, the first 
mortgage loans in respect of the properties of the Borrower 
and his Affiliates known as the "Trump Tower” and the "Plaza 
Hotel" and all agreements, instruments or other documents 
executed and delivered in connection therewith, as the same 
may be amended, restated, modified, extended, renewed or re- 
financed. 

Section 8.14. Severability . Every provision of this 
Agreement, and of every""Note _ ana Security Document delivered 
pursuant hereto, is intended to be severable. In the event 
any term or provision of this Agreement, or of any Note or 
Security Document, shall be declared by a court of competent 
jurisdiction to be illegal or invalid for any reason whatso- 
ever, such illegality or invalidity shall not affect the bal- 
ance of the terms and provisions of this Agreement, or of 
such Note or Security Document, as the case may be, which 
terms and provisions shall remain binding and enforceable. 

Section 8.15. Entire Agreement . This Agreement, and 
the Notes, Security Documents, the Override Agreement and 
other instruments and documents executed and delivered in 
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connection herewith and therewith# constitute the entire un- 
derstanding between the parties with respect to the transac- 
tion contemplated hereby# and all prior agreements# under- 
standings# representations and statements with respect to 
such transaction are merged into this Agreement. 

IN WITNESS WHEREOF# the parties hereto have signed# or 
caused their duly elected officer to sign, their name hereto 
as of the date first written above. 


DONALD J. TRUMP 


By: Donald J. Trump 

725 Fifth Avenue 
New York# N. Y . 10022 

Telex: 427715; 

Answerback Code: TRUMP UI 

Copies to: 

Harvey Freeman 
725 Fifth Avenue 
New York# N.Y. 10022 
Telex: 427715? 

Answerback Code: TRUMP UI 

Senior Executive Officer 
The Trump Organization 
725 Fifth Avenue 
New York# N.Y. 10022 
Telex: 427715; 

Answerback Code: TRUMP UI 

General Counsel 
The Trump Organization 
725 Fifth Avenue 
New York# N.Y. 10022 
Telex: 427715? 

Answerback Code: TRUMP UI 

Gerald Schrager# Esq. 
Dreyer 4 Traub 
101 Park Avenue 
New York# N.Y. 10178 
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Jack H. Nussbaum, Esq. 
Willkie Farr & Gallagher 
One Citicorp Center 
153 East 53rd Street 
New York , N.Y. 10022 


THE TRUMP -EQUITABLE FIFTH AVENUE 
COMPANY, a New York Joint Venture 


By: 

Donald J. Trump, 
Joint Venturer 


BANKERS TRUST COMPANY, as a 
Bank and as Agent 


By: 

Deborah L. Harmon 
Vice President 
280 Park Avenue 
Real Estate Finance Group-21W 
New York, N.Y. 10017 
Attention: R. Gunthel 

Telex: (ITT) 420066; 

Answerback Code: BANTRUST 


CITICORP, N.A. 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; 

Answerback Code: 
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THE CHASE MANHATTAN BANK, t« . A . 


By: William C. McCahill, Jr. 

Senior Vice President 

The Chase Manhattan Bank, N . A. 

Att.: Real Estate Finance 

101 Park Avenue 

New York, N.Y. 10018 

Telex: (MCI) 62910; 

Answerback Code: CMBUW 


MANUFACTURERS HANOVER TRUST 
COMPANY 


By: Richard J. Peiser 

Vice President 
270 Park Avenue 
New York, N.Y. 10017 
Telex: 128145; 

Answerback Code: MHTCO( A) (B)NYK 


FIRST FIDELITY BANK, N.A. 


By: Francis X. Murphy 

Senior Vice President 
First Fidelity Bancorporat ion 
550 Broad Street 
Newark, N.J. 07102 
Telex: 178108; 

Answerback Code: FFB NWK NJUT 
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NATIONAL WESTMINST£R BANK USA 


By: Joseph G. Wessely 

Vice President 

National Westminster Bank USA 
Real Estate Division 
592 Fifth Avenue 
New York, N. Y. 10036 
Telex: 220999; 

Answerback Code: NBUP 


MIDLANTIC NATIONAL BANK 


By: W.T. Smith, III 

Senior Vice President 
Midlantic National Bank 
Att.: National Corporate 

Banking Dept. 

499 Thornall Street 
Edison, N.J. 08837 
Telex: 66499; 

Answerback Code: MIDL VW 


* 
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CoMirwflti of Banka 


Mam of Bank 

Pro Rata 
Shara 

Amount of 
CoomitMnt 

Amount of 
Initial Loan 
Paid to Borrowar 

Amount of 
Initial Loan 
Paid to Mldlantic 

Bankars Trust Company 

28.0769% 

$18,250,000 

$8,007,924 

$222,636 

Citibank, M.A. 

28.0769% 

18,250,000 

8,007,924 

222,636 

Tha Chat* Manhattan 
Bank, M.A. 

13.8462% 

9,000,000 

2,428,569 

109,691 

Kanufaeturara Kanovar 
Trust Company 

10.7693% 

7,000,000 

1,222,249 

85,471 

First Fidality Bank, 

Mat Iona l Association, 
Maw Jarsay 

8.461S4 

5,500,000 

317,444 

67,156 

National Vastminstar 
Bank USA 

7.6923% 

5,000,000 

15,670 

61,050 

Kidlantic National Bank 

3.0769% 

2.000,000 

-0- __ 

-0- 

Totalt 

100% 

$65,000,000 

$20,000,000 

$769,240 
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Exhibit A 


[FORM OF REVOLVING CREDIT FACILITY NOTE) 

* % m 

$65,000,000 August , 1990 

New YorET New York 


FOR VALUE RECEIVED, the undersigned (each, a 
"Maker" and, jointly, the “Makers"), each having an office 
c/o The Trump Organization, 725 Fifth Avenue, New York, New 
York 10022, and each having its legal status as indicated on 
the signature page hereof, jointly and severally, uncondi- 
tionally promise to pay, in lawful money of the United States 
and in immediately available funds, to the order of the 

** (the "Payee"), the sum of * 

($ )* or so much thereof as shall have been 

advanced or readvanced pursuant to the Credit Agreement, as 
hereinafter defined, by the Payee (the "Principal Sum"), on 
the Final Maturity Date (as defined in the Credit Agreement), 
together with interest on the Principal Sum, in like money 
and funds, at the rate or rates hereinafter provided. All 
payments to be made by the Makers hereunder shall be made at 
the time and place and in the manner required by Section 2.11 
of the Credit Agreement. As used in this Note, "Credit 
Agreement" shall mean that certain Credit Agreement [of even 
date herewith] by and among Donald J. Trump, certain banks 
signatory thereto and Bankers Trust Company, as agent, as the 
same may be amended, supplemented or modified from time to 
time. Capitalized terms used herein without definition have 
the respective meanings assigned to such terms in the Credit 
Agreement • 


The unpaid principal amount of each Loan shall bear 
interest from and after the date of such Loan until the date 
that the Principal Sum shall become due (whether at maturity 
or as otherwise provided herein) at a rate per annum equal to 
one percent (1%) per annum in excess of the Prime Lending 
Rate, as in effect from time to time. Overdue principal in 
respect of any Loan (and, to the extent permitted by law, 
overdue interest in respect of any Loan arid all other overdue 
amounts owing hereunder) shall bear interest for each day 
that such amounts are overdue at a rate per annum (the 
"Delinquency Rate") equal to the lower of four percent (4%) 
per annum in excess of the Prime Lending Rate, as in effect 


** Insert applicable "Maximum Principal Amount" from 
Schedule A. 

* Insert applicable Payee's name. 
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from time to time, or the maximum rate permitted by appli- 
cable law. Interest shall be calculated on the basis of a 
360-day year and the actual number of days elapsed. All in- 
terest accrued hereunder shall be due and payable at the time 
or times provided in Section 2.06 of the Credit Agreement. 

The Makers shall be obligated to pay the Payee certain 
additional amounts to the extent and under the circumstances 
specified in Section 2.12 of the Credit Agreement. 

The Makers shall be entitled (but not obligated) to 
prepay the Loans evidenced hereby, but only to the extent and 
under the circumstances specified in Section 2.08(a) of the 
Credit Agreement. The Makers shall be obligated to prepay 
the Loans evidenced hereby to the extent and under the cir- 
cumstances specified in Section 2.08(b) of the Credit Agree- 
ment . 


The Payee may record Loans and repayments of- Loans 
and payments of interest received hereunder on Schedule B 
annexed hereto, which Schedule is incorporated herein and 
made a part hereof and shall be conclusive evidence of the 
Loans, repayments and payments recorded thereon in the ab- 
sence of evidence to the contrary. The Payee shall, upon 
written request from the Makers to Payee, send the Makers a 
copy of Schedule B at the time of such request. The failure 
of the Payee to properly record any Loans, repayments or pay 
ments on Schedule B shall not affect the Makers’ obligations 
hereunder. 


This Note is secured by, and is entitled to the 
benefits of, the Security Documents and all other agreements 
entered into and collateral security given at any time in 
respect of the Loans in accordance with the Credit Agreement. 

This Note is one of the Makers' seven Revolving 
Credit Facility Notes payable to the Banks, respectively, 
which notes collectively evidence the same indebtedness 
evidenced by that certain Promissory Note, dated June 26, 
1990, in the principal amount of $20,000,000, executed by 
Makers and certain of their affiliates in favor of the Banks, 
and that certain Revolving Credit Facility Note of even date 
herewith, in the maximum principal amount of $45,000,000, 
executed by the Makers in favor of the Banks, as consolidated 
and modified by a certain Note Consolidation and Modification 
Agreement of even date herewith and as severed and modified 
by a certain Note Severence and Modification Agreement of 
even date herewith. 



If an Event of Default shall occur or be deemed to 
have occurred as provided in Article VI of the Credit Agree- 
ment, the unpaid balance of the Principal Sum hereof, accrued 
interest thereon and all other amounts owed hereunder may be 
declared to be (or in certain cases may automatically become) 
due and payable in the manner, upon the conditions and with 
the effect provided in the Credit Agreement. 

The Makers shall pay to the Payee all costs, 
expenses and other sums which the Makers (or either of them) 
are required to pay pursuant to Section 8.04 of the Credit 
Agreement, including, without limitation, all attorneys' fees 
and disbursements and other costs and expenses incurred in 
connection with the collection and enforcement of this Note. 
The obligations of the Makers under this Paragraph shall 
survive the termination of the Credit Agreement, the 
repayment of this Note and enforcement of the Security 
Documents. 


Each Maker hereby waives diligence, presentment, 
protest and demand, notice of protest, dishonor and nonpay- 
ment of this Note, and expressly agrees that, without in any 
way affecting the liability of any Maker hereunder, the Payee 
may accept additional security, release any party liable 
hereunder or in respect of the indebtedness evidenced hereby 
and release any security now or hereafter securing this Note 
without in any other way affecting the liability and obliga- 
tion of either Maker or guarantors, if any. Each Maker 
further waives, to the full extent permitted by law, the 
right to marshall assets, the right to plead any and all 
statutes of limitations as a defense to any demand on this 
Note, or on any guaranty or other agreement now or hereafter 
securing this Note. 

Notwithstanding anything contained herein to the 
contrary, the holders hereof shall never be entitled to re- 
ceive, collect or apply as interest on the obligation evi- 
denced hereby any amount in excess of the maximum rate of 
interest permitted to be charged by applicable law; and in 
the event that any holder hereof ever receives, collects or 
applies a9 interest any such excess, such amount which would 
be excessive interest shall be applied to the reduction of 
the Principal Sum; and if the Principal Sum is paid in full, 
any remaining excess shall forthwith be paid to the Makers. 

In determining whether or not the interest paid or payable in 
any specific case exceeds the highest lawful rate, the holder 
hereof and the Makers shall to the maximum extent permitted 
under applicable law (a) characterize any non-principal pay- 
ment as an expense, fee or premium rather than as interest; 

(b) exclude voluntary prepayments and the effects thereof; 
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and (c) “spread" the total amount of interest throughout the 
entire term of the obligation so that the interest rate is 
uniform throughout said entire term. 

Except as otherwise expressly provided herein, each 
Maker shall be jointly and severally liable for all amounts 
payable under this Note, and each Maker agrees that the lia- 
bility of each of them shall be unconditional without regard 
to the liability of the other Maker and consents to any and 
all extensions of time, renewals, waivers, or modifications 
that may be granted by the Payees with respect to the payment 
or other provisions of this Note. 

This Note may not be modified, supplemented or 
amended except in accordance with Section 8.02 of the Credit 
Agreement . 


This Note shall be binding upon and inure to the 
benefit of the Payee and the Makers, and their respective 
heirs, administrators, executors, successors and assigns, 
except that neither Maker may assign its rights or delegate 
its obligations hereunder without the prior consent of the 
Payee . 


Notwithstanding anything contained in this Note to 
the contrary, (a) the obligations of The Trump-Equitable 
Fifth Avenue Company ("TEFAC") hereunder shall be subject to 
the provisions contained in Section 3.14 of the Mortgage, 
Assignment of Leases and Rents and Security Agreement, dated 
as of June 26, 1990, as modified, made by the Makers in favor 
of the Banks, and (b) the maximum liability of TEFAC here- 
under shall in no event exceed the Maximum TEFAC Amount, as 
determined in accordance with Schedule B annexed hereto as of 
the earlier of (i) the date of the commencement of a case 
under Title' 11 o I the United States Code in which TEFAC is a 
debtor and (Li) the date enforcement of this Note against 
TEFAC is sought. 

The Makers hereby waive trial by jury in any action 
or proceeding brought by the Payee on any matters whatsoever 
arising out of or in connection with this Note. The Makers 
further agree that in the event the Payee commences any pro- 
ceeding under or in connection with this Note, the Makers 
will not interpose any counterclaim of whatever nature or 
description in any such proceeding. 

This Note and the rights and obligations of the 
parties hereunder shall in all respects be governed by, and 
construed .and enforced in accordance with, the laws of the 
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State of New York (without giving effect to New York's prin 
ciples of conflicts of Law). The Makers hereby irrevocably 
submit to the non-exclusive jurisdiction of any New York 
State or Federal court sitting in the City of New York with 
respect to any suit, action or proceeding arising out of or 
relating to this Note. 

IN WITNESS WHEREOF, the Makers have signed and 
delivered this Note in New York, New York, as of the date 
first written above. 

In the Presence of: MAKERS: 


DONALD J. TRUMP 


THE TRUMP-EQUITABLE FIFTH 
AVENUE COMPANY, A NEW YORK 
JOINT VENTURE 


By: 


Donald J. Trump, 
Joint Venturer 
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SCHEDULE A 

Payee Names arid 
Pro Rata Shares 


Pro Rata 


Payee Share 

Bankers Trust Company 28.0769% 

Citibank, N.A. 28.0769% 

The Chase Manhattan Bank, N.A. 13.8462% 

Manufacturers Hanover Trust Company 10.7693% 

First Fidelity Bank, 

National Association, New Jersey 8.4615% 

National Westminster Bank USA 7.6923% 

Midlantic National Bank 3.07691 

100 . 00 % 


33-290 0 - 90-15 
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SCHEDULE B 


Determination of Maximum 
TEFAC Amount 


As used in this Note, “Maximum TEFAC Amount" shall mean, 
as of the date of determination thereof, the sum of (a) the 
aggregate amount of the Makers’ indebtedness to the Payees 
under this Note, to the extent the proceeds of the Loans 
were used to make a Valuable Transfer to TEFAC, plus (b) 

951 of the greater of (i.) TEFAC's Adjusted Net Worth as of 
the date of this Note and (ii_) TEFAC’s Adjusted Net* Worth 
as of the earliest of (A) such date of determination, <B) 
the date of the commencement of a case under Title 11 oF 
the United States Cede in which TEFAC is a debtor, and {C) 
the date enforcement of this Note against TEFAC is sought. 

As used in this Schedule B, TEFAC's "Adjusted Net Worth" 
shall mean, as of any date, the amount by which (a) the 
"present fair saleable value" of TEFAC's assets al of such 
date exceeds (b) the amount of all TEFAC's "liabilities, 
contingent or otherwise" as of such date (e*ch of the 
amounts referred to in clauses (a) and (b) being determined 
in accordance with applicable federal and state laws gov- 
erning determinations of debtor insolvency, and the amount 
referred to in clause (b) including, in any event, the 
Makers' indebtedness under this Note, to the extent the 
proceeds of the Loans were used to make a Valuable Transfer 
to TEFAC) . 

As used in this Schedule B, a "Valuable Trjnsfer" to TEFAC 
shall mean (a) all loans, advances or capital contributions 
made to TEFAC with proceeds of the Loans, (b) all debt 
securities or other obligations of TEFAC acquired from 
TEFAC or retired by TEFAC with proceeds of the Loans, (c) 
the fair market value of all property acquired with pro- 
ceeds of the Loans and transferred, absolutely and not as 
collateral, to TEFAC, (d) all equity securities of TEFAC 
acquired from TEFAC with proceeds of the Loans, and (e) the 
value of any quantifiable economic benefits not included in 
clauses (a) through (d) above, but includable in accordance 
with applicable federal and state laws governing determi- 
nations of debtor insolvency, accruing to TEFAC as a result 
of the Loans. 
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Exhibit B 


[FORM OF INTERCOMPANY NOTE} 

New York, New York 
* 


FOR VALUE RECEIVED, ** ("Maker")* promises to pay Donald 
J. Trump, an individual ("Payee"), in immediately available 
funds, at the address specified below, the unpaid principal 
amount of all loans and advances made by Payee to Maker on or 
after June 26, 1990 (the "Advances"), 

Maker also promises to pay interest on the unpaid prin- 
cipal amount of each Advance from the date of such Advance 
until such Advance is paid in full at the rates and at the 
times which shall be determined, and to make principal pay- 
ments and prepayments on this Intercompany Note at the times 
which shall be determined, in accordance with the provisions 
(including, but not limited to. Article XI) of the Override 
Agreement dated as of August , 1990 (the "Override Agree- 
ment") among Payee, certain aFFiliates of Payee signatory 
thereto, certain lenders signatory thereto and Bankers Trust 
Company, as Agent and Collateral Agent, as the same may be 
amended, supplemented or modified from time to time. Capi- 
talized terms used herein without definition shall have the 
meanings set forth in the Override Agreement. 

All payments of principal and interest in respect of 
this Intercompany Note shall be made in lawful money of the 
United States of America at the office of the Payee or at 
such other place as shall be designated in writing for such 
purpose in accordance with the terms of the Override Agree- 
ment. Until notified in writing of the transfer of :his 
Intercompany Note in accordance with the Override Agreement, 
Maker shall be entitled to deem Payee or such person who has 
been so identified by the transferor in writing to Maker as 
_the holder^ of this Intercompany Note, as the owner and holder * 
of this Intercompany Note. Each of Payee and any subsequent 
holder of this Intercompany Note agrees, by its acceptance 
hereof, that before disposing of this Intercompany Note or 
any part hereof it will make a notation hereon of all princi- 
pal payments previously made hereunder and of the date to 
which interest hereon has been paid; provided , however , that 


* Insert Effective Date. 
** Insert name of Maker. 
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the failure to make a notation of any payment made on this 
Intercompany Note shall .not limit or otherwise affect the 
obligation of Maker hereunder with respect to payments of 
principal or interest on this Intercompany Note. Such 
notations shall be conclusive in evidence of loans, payments 
and repayments in the absence of evidence to the contrary. 

This Intercompany Note shall be governed by, and shall 
be construed and enforced in accordance with, the laws of the 
State of New York. 

The terms of this Intercompany Note are subject to 

amendment only in the manner provided in the Override Agree- 
ment. 

No reference herein to the Override Agreement and no 
provision of this Intercompany Note or the Override Agreement 
shall alter or impair the obligation of Maker, which is abso- 
lute and unconditional, to pay the principal of and interest 
on this Intercompany Note at the place, at the respective 
times, and in the currency herein prescribed. 

Maker promises to pay all costs and expenses, including 
reasonable attorneys' fees, incurred in the collection and 
enforcement of this Intercompany Note or otherwise, all as 
provided in Section 12.4 of the Override Agreement. Maker 
and endorsers of this Intercompany Note hereby consent to 
renewals and extensions of time at or after the maturity 
hereof, without notice, and hereby waive diligence, present- 
ment, protest, demand and notice of every kind and, to the 
full extent permitted by law, the right to plead any statute 
of limitations as a defense to any demand hereunder. 

Maker acknowledges and consents to the pledge of this 
Intercompany Note by the Payee pursuant to the Intercompany 
Note and Certificate of Deposit Pledge and Security Agreement 

dated as of August , 1990 between the Payee and Bankers 

Trust Company as agent for certain banking institutions set 
forth therein, and the Intercompany Note and Certificate of 
Deposit Junior Pledge and Security Agreement dated as of 

August , 1990 between Payee and Bankers Trust Company as 

collateral agent for certain lenders set forth therein, as 
both may be amended, supplemented or modified from time to 
time. Maker acknowledges that Bankers Trust Company (and its 
successors and assigns) has the right to make notations on 
the attached schedules upon notice from Payee in accordance 
with the terms of such Agreements; and Maker agrees that any 
and all such notations shall have the same force and effect 
as notations made by the Payee would have hereunder. 


B-2 



450 


This Intercompany Note is not negotiable. 

IN WITNESS WHEREOF, Maker has signed and delivered this 
Intercompany Note in New York, New York, as of the date first 
written above. 

In the Presence of: MAKER: 


* 


* 


Insert applicable Trump Affiliate name 
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Execution Copy 





OVERRIDE AGREEMENT 

dated as of August 8, 1990 

by and among 

Donald J. Trump, 

Certain Related Entities, 
Certain Lenders Signatory Hereto, 

and 

Bankers Trust Company, 
as Agent and Collateral Agent 
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OVERRIDE AGREEMENT 

THIS AGREEMENT, dated as of August 8, 1990, is by 
and among Donald J. Trump {herein called "DJT") , the entities 
listed on Schedule I hereto (collectively with DJT, the "DJT 
Entities'* and, individually, a "DJT Entity"), the banks 
listed on Schedule II hereto (herein, together with their 
successors and assigns, collectively, the "Lenders" and, 
individually, a "Lender"), and Bankers Trust Company, as 
agent for the Lenders (in such capacity, together with its 
successors and assigns pursuant to Section 10.9, the 
"Agent"), and as collateral agent for the Lenders (in such 
capacity, together with its successors and assigns pursuant 
to Section 10.9, the "Collateral Agent")* Capitalized terms 
used herein shall have the respective meanings set forth in 
Article I or elsewhere herein. 


BACKGROUND RECITALS 

A. Each of the Lenders has entered into a credit 
facility which is covered by the terms of this Agreement with 
one or more of the DJT Entities pursuant to which the Lenders 
have advanced an aggregate of approximately $1.2 billion to 
the DJT Entities. Schedule III hereto identifies (i) each 
Existing Debt Credit Facility and the Lenders and the DJT 
Entities parties thereto, and (ii) each agreement, instrument 
or other document which creates any Lien securing such In- 
debtedness as of the date hereof (as amended by the appli- 
cable Existing Agreement Amendment and as further amended, 
supplemented, or otherwise modified from time to time, indi- 
vidually, an "Existing Collateral Agreement" and, collec- 
tively, the "Existing Collateral Agreements") . 

B. As a result of recent financial difficulties, 
DJT and each of the other DJT Entities have requested that 
the Lenders restructure the terms of the Existing Debt Obli- 
gations in accordance with the terms contemplated by this 
Agreement and, subject to the terms and conditions of this 
Agreement, the Lenders have agreed to such restructuring. As 
part of such restructuring, subject to the terms and condi- 
tions hereof (i) specified principal and interest obligations 
under the Existing Debt Credit Facilities will be deferred 
for the periods provided herein; (ii) certain DJT Entities 
will guarantee the Deferred Recourse Interest Obligations 
pursuant to the Guaranties; and (iii) certain DJT Entities 
will guarantee certain of the Covered Debt Obligations pur- 
suant to the Special Guaranties. 
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C. Also to Induce the Lenders to enter into such 
restructuring, certain of the DJT Entities have agreed, among 
other things, to pledge or grant a Lien in the Collateral, as 
additional collateral for the Deferred Recourse Interest 
Obligations, and to pledge or grant a Lien in the Special 
Collateral, as additional collateral for certain of the 
Covered Debt Obligations. 

D. Simultaneously with the execution hereof, cer- 
tain of the Lenders, the Agent and DJT are entering into a 
Credit Agreement, by and among DJT, as Borrower, the banks 
signatory thereto and Bankers Trust Company, as agent for the 
banks party thereto, dated as of the date hereof (together 
with all other agreements, instruments and documents executed 
and delivered in connection therewith, as amended, supple- 
mented or otherwise modified from time to time, the M New 
Credit Facility**) , pursuant to which such banks party thereto 
have agreed to lend to DJT from time to time up to $65 mil- 
lion, subject to the terms and conditions thereof. 

E. As part of the restructuring, the DJT Entities 
and the Lenders have agreed that a specified portion of the 
Net Cash Proceeds of Capital Events and of Operating Cash 
Flow will be utilized to prepay the Existing Debt Obligations 
on the terms and conditions of this Agreement, subject to the 
payment of certain Indebtedness. 

F. The DJT Entities and the Lenders desire to pro- 
vide for the foregoing and to make certain other agreements, 
all as more fully set forth herein. 

NOW, THEREFORE, in consideration of the premises, 
the mutual covenants herein contained and other good and val- 
uable consideration, the receipt and adequacy of which are 
hereby acknowledged, the parties hereto agree as follows: 


ARTICLE I 

DEFINITIONS AND ACCOUNTING PRINCIPLES 

SECTION 1.1 Terms Defined . All terms defined in 
the Uniform Commercial Code as now in effect in the State of 
New York and not otherwise defined in this Agreement or any 
Loan Document shall have the same meanings when used in this 
Agreement or any Loan Document. Unless otherwise defined or 
specified herein, all accounting terms shall be construed in 
this Agreement or any Loan Document, all accounting determi- 
nations under this Agreement or any Loan Document shall be 
made, all financial statements required to be delivered under 
this Agreement or any Loan Document shall be prepared, and 
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all financial records shall be maintained, in accordance with 
generally accepted accounting principles applied on a basis 
consistent with the financial statements referred to in Sec- 
tion 8.5(a) of Exhibit D, vhich principles, in the case of 
DJT, shall include, without limitation, Statement of Position 
(SOP) 82-1, Accounting and Financial Reporting for Personal 
Financial Statements, October 1, 1982, issued by the Account- 
ing Standards Division of the American Institute of Certified 
Public Accountants. Certain capitalized terms used on the 
Schedules shall have the meanings assigned to them thereon. 
All other capitalized terms used herein and not defined in 
this Article I shall have the meanings assigned to them 
elsewhere herein. In addition, the following terms shall 
have the following respective meanings: 

" Accelerated Interest Payment Date " shall have the 
meaning specified in Section 4.1(b). 

" Accelerated Maturity Date " shall have the meaning 
specified in Section 3.1(c). 

" Acceleration Notice " shall have the meaning speci- 
fied in Section 3.1(c). 

" Adjusted London Interbank_Of fered Rate " shall 
mean, for any Interest Period, the rate obtained by dividing 
(i) the London Interbank Offered Rate for such Interest 
Period by (ii) a percentage equal to 1 minus the stated maxi- 
mum rate (stated as a decimal) of all reserves required to be 
maintained against "Eurocurrency liabilities" as specified in 
Regulation D of The Board of Governors of the Federal Reserve 
System as from time to time in effect (and any successor 
thereto) (or against any other category of liabilities which 
includes deposits by reference to which the interest rate on 
Eurodollar loans is determined or any category of extensions 
of credit or other assets which includes loans by a non- 
United States office of Bankers Trust Company to United 
States residents) . 

" Adjustment Factor " shall have the meaning 
specified in Section 3.2(a) (ii). 

" Affected Collateral " shall have the meaning set 
forth in Section 2.3(b) (ii). 

" Affected Existing Collateral" shall have the mean- 
ing specified in Section 2.3(c). 

" Affected Special Collateral " shall have the mean- 
ing specified in Section 2.3(a). 
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" Affiliate " of a Person shall mean (i) any Person 
vhich directly or indirectly controls, or is controlled by, 
or is under common control- with, such Person, (ii) for each 
Person who is an individual, any other individual related to 
such Person by consanguinity vithln the third degree or in a 
step or adoptive relationship within such third degree or 
related by affinity with such Person or any such individual, 
in each case whether the degree of such relationship is de- 
termined under common law or civil law, including in each 
~ase such Person's heirs, distributees and legatees, (iii) 
any Person vhich owns beneficially or of record 5% or more of 
any class of capital stock, partnership interests or other 
Equity Interests of such Person or an Affiliate of such 
Person, or of which 5% or more of any class of capital stock 
(or in the case of a Person that is not a corporation. 5% or 
more of partnership interests or other Equity Interests) is 
owned beneficially or of record by such Person or an Affili- 
ate of such Person, (iv) for each individual who is an Af- 
filiate within the meaning of any of the foregoing provi- 
sions, any other individual related to such Affiliate by 
consanguinity within the third degree or in a step or adop- 
tive relationship within such third degree or related by af- 
finity with such Affiliate or any such individual, in each 
case whether the degree of such relationship is determined 
under common law or civil law, including in each case such 
Person's heirs, distributees and legatees, (v) any Person 
directly or indirectly controlling or controlled by any of 
the foregoing and (vi) each New Venture. Unless otherwise 
expressly provided herein, for purposes of this Agreement, 
the term "control" means the possession, directly or indi- 
rectly, of the power to direct or cause the direction of the 
management or policies of a Person, whether through the 
ownership of voting securities, by contract or otherwise, and 
shall specifically be deemed to include any general partner 
of a partnership. Except to the extent provided in the next 
sentence, each of Ivana Trump, her heirs, distributees and 
legatees, and each DJT Entity shall be deemed at all times to 
be an Affiliate of DJT. Notwithstanding the foregoing, (A) 
for purposes of all financial statements and other financial 
reports required to be provided hereunder, the term "Affili- 
ates" shall not include Persons deemed to be Affiliates by 
virtue of clause (ii) or (iv) above and (B) for all purposes 
of this Agreement (other than Section 6.4(g) of Exhibit E) , 
the term "Affiliate" shall not include at any time each 
Person listed on Schedule 1(a) provided that , notwithstanding 
the foregoing provisions of this clause (B) , in the event 
that any operative facts with respect thereto shall change 
after the Closing Date, any Person listed on Schedule 1(a) 
shall be deleted therefrom to the extent that at that time 
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either DJT or any of his Affiliates shall have the ability, 
directly or indirectly, to control (as defined above) such 
Person or the assets of such Person. Without limiting the 
foregoing, a Person shall be deemed to own all Equity 
Interests owned by its Affiliates. 

" Agent " shall have the meaning specified in the 

Preamble. 

" Agreement " shall mean this Override Agreement, 
dated as of August 8, 1990, by and among the DJT Entities, 
the Lenders, and Bankers Trust Company, as Agent and Col- 
lateral Agent, including the Exhibits and Schedules hereto, 
all as amended, supplemented, waived or otherwise modified 
from time to time. 

" Aliban " shall mean ALIBAN, INC. a Delaware 
corporation. 

" Applicable Percentage " shall have the meaning 
specified in Section 3.2(b) (i). 

"A pplicable Rate " shall mean the rate per annum 
(computed on the basis of the actual number of days elapsed 
over a 360-day year) equal to 1% per annum above the Adjusted 
London Interbank Offered Rate. 

" Appraised Amount " shall have the meaning specified 
in Section 3.2(b) (iii). 

" Bankruptcy Code " shall have the meaning specified 
in Exhibit C. 

" Business Dav " shall mean any day other than (a) a 
Saturday or a Sunday or (b) any other day on which commercial 
banks in New York, New York, are required or authorized by 
law to be closed for business. 

" Business Plans " shall have the meaning specified 
in the New Credit Facility. 

" Capital Event " shall mean any of (a) a sale or 
other disposition by, or on behalf of, any DJT Entity to any 
Person or Persons of, or otherwise involving (including^ 
without limitation, a sale or other disposition upon the 
exercise of any Foreclosure Right with respect to, and any 
condemnation or casualty loss involving) , or any other col- 
lection, or other receipt of proceeds, in respect of (i) any 
assets (or proceeds thereof or rights therein, including, 
without limitation, distributions therefrom) and any of the 
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capital stock, partnership interests or any other Equity 
Interests, in each case, included in the Existing Collateral, 
the Special Collateral or the Collateral; (ii) any of the 
capital stock, partnership interests of other Equity In- 
terests of any Person any of the assets of which (or proceeds 
thereof or rights therein, including, without limitation,' 
distributions therefrom) is included in the Existing Col- 
lateral, the Special Collateral or the Collateral; (iii) any 
of the assets (including without limitation any division or 
line of business) of any Person, any of the capital stock, 
partnership interests or other Equity Interests of which is 
included in the Existing Collateral, the Special Collateral, 
the Collateral; or (iv) any of the capital stock, partnership 
interests or other Equity Interests of a Person which owns or 
controls, directly or indirectly, any assets, capital stock, 
partnership interests or other Equity Interests included in 
clause (i), (ii) or (iii) above; or (b) any refinancing, 
directly or indirectly, of any Indebtedness of any Person, 
who or which owns any of the assets (or proceeds thereof or 
rights therein, including, without limitation, distributions 
therefrom) , capital stock, partnership interests or other 
Equity Interests included in clauses (a)(i)-(iv) above; or 
(c) any collection of any amount from any DJT Entity follow- 
ing the occurrence of any Uniform Event of Default; or (d) 
any Casino Equity Sale; or (e) any sale or other disposition 
of, or any payment on, or in respect of, the DJT Taj Note or 
the Castle Note. 

" Cash Collateral * 1 shall have the meaning provided 
in the New Credit Facility. 

" Cash Equivalents " shall mean those types of 
investments permitted in Section 6.4 (d) (ii) -(iv) of Exhibit E 
(whether or not the provisions of such Section are then in 
effect) • 


" Casino Control Commission " shall have the meaning 
specified in the New Credit Facility. 

" Casino Entities " shall mean the casino and hotel 
businesses located in Atlantic City, New Jersey, owned and 
operated by Trump Castle Associates Limited Partnership, 

Trump Taj Mahal Associates Limited Partnership and Trump 
Plaza Associates, each a partnership organized under the laws 
of the State of New Jersey, Trump's Castle Funding, Inc., 
Trump Taj Mahal Funding Inc., Trump Plaza Funding, Inc., and 
Trump Hotel Management Corp. , each a New Jersey corporation; 
together with their respective successors and assigns. 
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"Casino Equity Sale" shall naan any of (a) ths di- 
rect or indirect sale or other disposition by, or on behalf 
of, any Casino Entity or any other DJT Entity to any Person 
or Persons of any Equity Interest of or in one or sore Casino 
Entities, (b) the exercise of any Foreclosure Rights with re- 
spect to any Equity Interest of or in one or more Casino En- 
tities, (c) the sale (including, without limitation, follow- 
ing the exercise of Foreclosure Rights) of any of the assets 
of one or more Casino Entities or (d) any refinancing, di- 
rectly or indirectly, of any Indebtedness of any Casino 
Entity. 

w Caslno Indentures " shall have the meaning speci- 
fied in the New Credit Facility. 

" Castle " shall mean Trump's Castle Associates 
Limited Partnership. 

" Castle Note " shall have the meaning set forth in 
the New Credit Facility. 

" Certifying Persons " shall have the meaning speci- 
fied in the New Credit Facility. 

" Chase " shall mean The Chase Manhattan Bank, N.A., 
a national banking association, and its successors and as- 
signs. 


" Claimholder " shall have the meaning specified in 
Section 3 . 1(c) . 

" Clalmholder's Asset " shall have the meaning spec- 
ified in Section 3.1(c). 

" Closing " shall mean the consummation of the trans 
actions contemplated by this Agreement pursuant to Article 
IX. 


" Closing Date " shall mean the date and time of the 

Closing. 


" Code " shall mean the Internal Revenue Code of 
1986, as amended from time to time. 

" Collateral " shall mean the aggregate of all prop- 
erty (real and personal, tangible and intangible, presently 
existing or arising in the future) in which a Lien is now or 
hereafter granted, or purported to be granted, pursuant to 
any Collateral Agreement. 
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" Collateral Agent " shall have the meaning specified 
in the Preamble. 

"Collateral Agreements" shall mean all agreements 
listed on Schedule IV hereto, together with all other agree- 
ments, instruments and documents executed and delivered in 
connection therewith, as amended, supplemented or otherwise 
modified from time to time. 

" Collateralization Condition " shall have the mean- 
ing specified in the New Credit Facility. 

"Commitment Exceptions" shall have the meaning 
specified in Section 2.2(f)* 

"Cfi nUjaggnfcJtefa fc Credit Facility" shall mean any 
credit facility relating to a Contingent Debt Obligation as 
described in Schedule VI, including all agreements, instru- 
ments and other documents relating to such credit facility, 
the Contingent Debt Obligations of any Obligor thereunder and 
any collateral securing such Contingent Debt Obligations. 

"Contin g en t fiefrt JPbll g afclQna" Shall mean any obli- 
gations of any DJT Entity as guarantor of, or any other obli- 
gations on which any DJT Entity is otherwise contingently 
liable, including, without limitation, as indemnitor (includ- 
ing, without limitation, with respect to any environmental 
liability) of or with respect to, any Existing Debt Obliga- 
tion (or portion thereof) (other than any such contingent 
liability arising solely by reason of such DJT Entity's 
status as a general partner or joint venturer of an Obligor) , 
including, without limitation, as described in Schedule VI, 
including, without limitation, obligations arising under the 
Guaranties and the Special Guaranties. 

" Covered Debt Credit Facility " shall mean the Ex- 
isting Debt Credit Facilities which are (or the portions of 
which are) designated as Covered Debt Credit Facilities on 
Schedule III. 

"Co v ered. D S fr. t .Bfillfiiengv Claia" Shall have the 
meaning specified in Section 3.3(a) (ill) « 

" Covered Debt Obligations " shall mean (a) all 
obligations under or in connection with any Covered Debt 
Credit Facility (or portion thereof) (including, without 
limitation, all principal, interest, costs, fees, indemnities 
and other amounts) , whether absolute or contingent, due or to 
become due, direct or indirect, now or hereafter existing, 
and howsoever created, arising or evidenced and (b) 
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$14,000,000 of the principal balance (lees any amounts paid 
in respect of such principal balance pursuant to Section 3.3) 
under the Pain Beach Credit Facility (and any interest ac- 
crued on such Pain Beach Credit Facility) . 

" Covered_PropertY " shall have the meaning specified 
in Section 3.2(a) • 

" Current Pav Election * 1 shall have the meaning spec- 
ified in Section 3.1(c). 

" Deferred Interest " with respect to any Lender 
shall mean at any tine any accrued and unpaid amount of 
interest (x) the payment of which is deferred pursuant to 
this Agreement or any applicable Existing Agreement Amendment 
or (y) which is then due and unpaid on any Deferred Principal 
(other than principal under the Pain Beach Credit Facility) 
owed to such Lender pursuant to the terms of this Agreement 
and the relevant Existing Debt Credit Facility, together with 
any accrued and unpaid interest thereon (without giving ef- 
fect to any applicable Prepayment Factor, unless otherwise 
expressly provided herein); provided , however , that, solely 
for the purposes of Section 3.3, accrued, due and unpaid 
interest on the principal of the Palm Beach Debt Obligations 
shall constitute Deferred Interest. 

"Dfilenefl-Intergg.t Qfrllqatiang" shall mean the 
Deferred Recourse Interest Obligations and the Deferred 
Project Interest Obligations. 

" Deferred Principal " with respect to any Lender 
shall mean any amount of any principal under any Existing 
Debt Credit Facility held by such Lender, the payment of 
which is deferred pursuant to this Agreement or the appli- 
cable Existing Agreement Amendment, and any interest accrued 
thereon as of the Closing Date, other than principal or ac- 
crued interest under the Palm Beach Credit Facility. 

"Dsferrefl-PrinclBal Obligation" shall have the 
meaning specified in Section 3.1(a). 

" Deferred Project Interest O bi ioat ion" shall have 
the meaning specified in Section 4.1(a). 

" Deferred Recourse Interest Obligation " shall have 
the meaning specified in Section 4.1(a). 

" Determination Date " shall have the meaning speci- 
fied in Section 3.2(b) (iii) . 
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" Disqualified Person 1 * shall have the meaning speci- 
fied in Exhibit C. 

"Division of Gami ng Enforcement " shall have the 
meaning specified in the New Credit Pacility. 

"A2X" shall mean Donald J. Trump, one of the DJT 

Entitles. 


" DJT Entity " shall have the meaning specified in 
the Preamble. 

" DJT Tal Note " shall have the meaning specified in 
the New Credit Facility. 

"Entity.. QB.exa.tlng with respect to any 

DJT Entity, for any calendar quarter shall mean the consoli- 
dated operating cash flov of such DJT Entity for such calen- 
dar quarter, determined in conformity with the statement of 
consolidated operating cash flov in the June 14, 1990 Report. 

" Environmental Laws " shall have the meaning speci- 
fied in Section 8.9 of Exhibit D. 

"E quity Interest " shall mean any stock or similar 
security, preorganization certificate or subscription, trans- 
ferable share, general or limited partnership interest, 
interest in a joint venture, interest in a business trust, 
voting trust certificate or certificate of deposit for any of 
the foregoing; or any security convertible, with or without 
consideration, into any of the foregoing, or carrying any 
warrant or right to subscribe to or purchase any of the fore- 
going; or any such warrant or right; or any put, call, 
straddle or other option or privilege of buying any of the 
foregoing from or selling any of the foregoing to another 
Person without being bound to do so, or any similar security 
or interest, or any proceeds of or rights in (including, 
without limitation, any distributions in respect of), or 
record or beneficial interest in, any of the foregoing. 

Equity Interests held or owned by a Person include without 
limitation all Equity Interests which are controlled by such 
Person (regardless of whether such Person is the record or 
beneficial owner thereof) . 

" ERISA " shall mean the Employee Retirement Income 
Security Act of 1974, as amended from time to time. 
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" ERISA Affiliate " shall mean each trade or business 
(whether or not incorporated) which together with DJT would 
be deemed to be a "single employer" within the meaning of 
Section 4001 of ERISA. 

"ERISA Termination Event* shall Bean (i) a "Report- 
able Event" described in Section 4043 of ERISA and the regu- 
lations issued thereunder (other than a "Reportable Event" 
not subject to the provision for 30-day notice to the PBGC 
under such regulations) , (ii) the complete or partial with- 
drawal of any of DJT's ERISA Affiliates from any Plan, (iii) 
the filing of a notice of intent to terminate a Plan, or the 
treatment of a Plan amendment as a termination under Section 
4041 of ERISA, (iv) the institution of proceedings to termi- 
nate a Plan by the PBGC or (v) any other event or condition 
which might constitute grounds under Section 4042 of ERISA 
for the termination of, or the appointment of a trustee to 
administer, any Plan. 

" Eurodollar Business Dav " shall mean any Business 
Day on which commercial banks are open for international 
business (including dealings in dollar deposits) in London, 
England. 


" Exhibits " shall mean the exhibits to the Agree- 
ment, as amended, supplemented, waived or otherwise modified 
from time to time. 

" Existing Agreement Amendment " shall mean each 
agreement, instrument or other document which amends, supple- 
ments, waives or otherwise modifies any Existing Debt Credit 
Agreement or any Existing Collateral Agreement (copies of 
which are being executed and delivered in connection with the 
execution and delivery hereof) , as amended, supplemented or 
otherwise modified from time to time. 

" Existing Collateral " shall mean the aggregate of 
all property (real and personal, tangible and intangible, 
presently existing or arising in the future) in which a Lien 
is granted, or purported to be granted, pursuant to the 
Existing Collateral Agreements. 

" Existing Collateral Agreements " shall have the 
meaning specified in Recital A. 

" Existing Debt Credit Agreement " shall mean any 
agreement listed on Schedule III, together with all other 
agreements. Instruments and documents executed and delivered 
in connection therewith by a DJT Entity in respect of such 
Indebtedness set forth on such Schedule, as each of the same 
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is amended by the applicable Existing Agreement Amendments, 
and as each of the same may be further amended, supplemented 
or otherwise modified from time to time. 

"Existing Debt Credit Facilities " shall mean the 
credit facilities identified in Schedule III, together with 
all other agreements, instruments and documents executed and 
delivered in connection therewith, as each of the same is 
amended by the applicable Existing Agreement Amendments, and 
as each of the same may be further amended, supplemented or 
otherwise modified from time to time. 

"Existing Debt O bligations " shall mean all obliga- 
tions of the DJT Entities under or in connection with any 
Existing Debt Credit Facility (including, without limitation, 
all principal, interest, costs, fees, indemnities and other 
amounts) , whether absolute or contingent, whether recourse or 
exculpated in whole or 'in part, due or to become due, direct 
or indirect, now or hereafter existing, and howsoever cre- 
ated, arising or evidenced, including, without limitation, 
all Contingent Debt Obligations, all Deferred Project Inter- 
est Obligations, Deferred Recourse Interest Obligations, De- 
ferred Principal Obligations, Guaranties and Special Guar- 
anties. 


" Existing Foreclosure Event " shall have the neaning 
specified in Section 2.3(c). 

" Facility Fee " shall have the meaning specified in 
Section 3.2(b) (iii) . 

" Facility Fee Share " shall have the meaning speci- 
fied in Section 3.2(b) (iii). 

Federal. Funds Rate " shall mean, for any period, a 
fluctuating interest rate per annum equal for each day during 
such period to the weighted average of the rates on overnight 
Federal funds transactions with members of the Federal 
Reserve System arranged by Federal funds brokers, as pub- 
lished for such day (or, if such day is not a Business Day, 
for the next preceding Business Day) by the Federal Reserve 
Bank of Hew York, or, if such rate is not so published for 
any day which is a Business Day, the average of the quota- 
tions for such day on such transactions received by Bankers 
Trust Company from three Federal funds brokers of recognized 
standing selected by it. 

" First Fidelity " means First Fidelity Bank, 

National Association, New Jersey, a national banking associ- 
ation, and its successors and assigns. 
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"First F idelity Loan Agreement " means that certain 
Time Loan and Security Agreement dated as of November 22, 

1988 by and between Firet Fidelity, Trump Realty and DJT as 
the same has heretofore been and may hereafter be amended, 
modified, supplemented and is in effect. 

"First, Fidelity Tai Term Loan " means that certain 
loan in the original principal amount of $75,000,000 made by 
First Fidelity to Trump Realty pursuant to the First Fidelity 
Loan Agreement which has been guaranteed by Trump Management. 

"First Period" shall have the meaning specified in 
Section 3.1(c). 

" Foreclosure Event " shall have the meaning set 
forth in Section 2.3(b) (ii). 

" Foreclosure Rights " shall have the meaning speci- 
fied in Section 2.3(a). 

" gross Amount " shall have the meaning specified in 
Section 3.2(b) (ii) . 

" Governmental Act " shall have the meaning specified 
in the New Credit Facility. 

"Go vernmental Authority " shall have tha meaning 
specified in the New Credit Facility. 

" Guaranty " shall mean a guaranty made by a DJT 
Entity in favor of the Collateral Agent for the benefit of 
the Lenders in connection with this Agreement, guarantying 
obligations undor the Deferred Recourse Interest Obligations 
and otherwise in form and substance satisfactory to the Lend- 
ers, as amended, supplemented or otherwise modified from time 
to time. 


" Hazardous Substance " shall have the meaning spec! 
fied in Section 8.9 of Exhibit D. 

" Indebtedness " of any Person shall mean: 

(i) all obligations of such Person which in ac- 
cordance with generally accepted accounting principles 
would be shown on the balance sheet of such Person as a 
liability (including, without limitation, obligations 
for borrowed money and for the deferred purchase price 
of property or services, and obligations evidenced by 
bonds, debentures, notes or other similar instruments); 
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(ii) all rental obligations under leases required 
to be capitalized under generally accepted accounting 
principles; 

(iii) all contingent reimbursement obligations under 
undrawn letters of credit issued on behalf, at the re* 
quest or for the account of such Person, all guarantees 
(direct or indirect) and other contingent obligations of 
such Person in respect of, or obligations to purchase or 
otherwise acquire or to assure payment of, Indebtedness 
of others, including without liaitation Indebtedness of 
partnerships of which such Person is a general partner; 
and all arrangeaents of financial support by such Person 
for the perforaance of another, including without limi- 
tation (A) agreements to support the perforaance of 
leases or other contracts; (B) guarantees of dividends 
and other payments; (C) agreements to advance and supply 
funds; (D) agreements to maintain working capital or 
minimum net worth; and (E) comfort letters or keep well 
agreements; and 

(iv) Indebtedness of such Person or of others 
secured by any Lien upon property owned by such Person, 
whether or not assumed and whether or not a recourse 
obligation of such Person. 

" Intercompany Notes ** shall have the meaning speci- 
fied in Section 11.1(a). 

"Interest shall have the meaning 

specified in Section 3.3(a) (ii). 

" Interest Period " shall mean an interest period to 
be applicable to the Deferred 7>rincipal Obligations and the 
Deferred Interest Obligations, which shall be a three month 
period; provided that; 

(i) the first Interest Period shall commence on 
the Closing Date and each subsequent Interest Period shall 
commence on the date of expiration of the immediately preced- 
ing Interest Period; 

(ii) if any Interest Period would otherwise expire 
on a day which is not a Eurodollar Business Day, such Inter- 
est Period shall expire on the next succeeding Eurodollar 
Business Day, provided that, if any Interest Period would 
otherwise expire on a day which is not a Eurodollar Business 
Day but is a day of the month after which no further Eurodol- 
lar Business Day occurs in such month, such Interest Period 
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shall expire on the next preceding Eurodollar Business Day; 
and 


(iii) any Interest Period which begins on the last 
Eurodollar Business Day of a calendar month (or on a day for 
which there is no numerically corresponding day in the calen- 
dar month at the end of such Interest Period) shall end on 
the last Eurodollar Business Day of a calendar month. 

" June 14. 1990 Report " shall have the meaning 
specified in the New Credit Facility. 

" Lender (s) " shall have the meaning’ specified in the 

Preamble. 


" Lien " shall mean any mortgage, pledge, assignment, 
hypothecation, security interest, encumbrance, lien, charge 
or deposit arrangement or other arrangement having the prac- 
tical effect of the foregoing and shall include the interest 
of a vendor or lessor under any conditional sale agreement, 
capitalized lease or other title retention agreement. 

" Loan Documents " shall mean this Agreement, the 
Guaranties, the Special Guaranties, the Collateral Agree- 
ments, the special Collateral Agreements, and all agreements, 
instruments and documents executed and delivered in connec- 
tion herewith and therewith, in each case, as amended, 
supplemented, waived or otherwise modified from time to time. 

" London Interbank Offered Rate " shall mean, for any 
Interest Period, the offered quotation, if any, to first- 
class banks in the Eurodollar Market by Bankers Trust Company 
for U.S. dollar deposits of amounts in funds comparable to 
t^e principal amount of the Notes with maturities comparable 
to the Interest Period for which the London Interbank Offered 
Rate will apply as of approximately 10:00 a.m. (New York 
time) two Eurodollar Business Days prior to the commencement 
of such Interest Period. 

" Margin Stock " shall have the meaning provided in 
Regulation U of the Board of Governors of the Federal Reserve 
System as from time to time in effect and any successor 
thereto. 

" MHT " shall have the meaning specified in Section 

3.1(e) . 

" MMB " shall mean Marine Midland Bank, N.A., a 
national banking association, and its successors and assigns. 
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"Hat Ca sh Proceeds " shall lean, in the case of any 
Capital Event, cash payments (including any cash received, 
vhether as principal, interest, dividends, other distribu- 
tions, or othervise, by way of deferred payment pursuant to a 
note, receivable, other security or othervise, but only as 
and when so received) received or realized from or by reason 
of such Capital Event, net of (i) reasonable and customary 
transaction costs, including the Hew York state Real Property 
Gains Transfer Tax, the Hev York City and State Real Property 
Transfer Tax and any other similar transfer taxes; (ii) pay- 
ment of the outstanding principal amount of, and interest and 
other amounts payable in respect of, (A) any Indebtedness 
(other than any Indebtedness which is an Existing Debt 
Obligation, which is outstanding under the New Credit Facil- 
ity or which is an Intercompany Note) which is required to be 
repaid pursuant to the terms thereof as a result of such 
Capital Event and (B) (without duplication) if such Capital 
Event arises as a result of jthe sale of all or substantially 
all the assets of any Person, all Indebtedness (other than 
Indebtedness which is an Existing Debt Obligation, which is 
outstanding under the New Credit Facility or which is an 
Intercompany Note) of such Person which is repaid or for 
which reserves are established in connection with such 
Capital Event; (iii) the cash received by Park South Associ- 
ates in respect of the sale of the residential condominium 
unit Apt. 9A at the building known as Trump Parc, 106 Central 
Park South, New York, New York? (iv) any cash received in 
respect of any casualty loss of any asset to the extent such 
cash is actually utilized in connection with the restoration 
or rebuilding of such asset; (v) in the case of any Capital 
Event to the extent involving any refinancing of any 
Indebtedness of any Casino Entity, any amounts received by 
such Casino Entity which are retained by such Casino Entity 
(X) in accordance with the Business Plans or (Y) without 
duplication of any amounts indicated in the Business Plans, 
because they are not then permitted to be distributed by such 
Casino Entity by the Casino Indenture relating to such Casino 
Entity or under the New Jersey Casino Control Act or the 
regulations issued pursuant to that act, or under any order 
or resolution of the Casino Control Commission? and (vi) 
without duplication of clause (ii) or (v) , in the case of any 
Capital Event to the extent involving any refinancing of any 
Indebtedness of any Person, payment of the outstanding 
principal amount of, and interest or other amounts payable in 
respect of, such Indebtedness. Notwithstanding the forego- 
ing, no deduction shall be made for any transaction costs or 
other fees or amounts paid or payable to DJT or any Affiliate 
of DJT or any officer or employee of any of the foregoing. 
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" New Credit Facility " shall havs tha meaning speci- 
fied in Recital D. 

"New Money Collateral Agreements" shall mean the 
Security Documents (as such term is defined in the Nav Credit 
Facility) , as amended, supplemented or otherwise modified 
from time to time. 

"New Money Termina tion Event " shall mean the date 
on which there are no amounts or Letters of Credit (as de- 
fined in the New Credit Facility) outstanding under the New 
Credit Facility and no Commitments (as defined in the New 
Credit Facility) remaining in effect thereunder. 

" New Venture " shall have the meaning specified in 
the New Credit Facility. 

" Notes " shall mean the Deferred Principal Obliga- 
tions, the Deferred Project Interest Obligations and the De- 
ferred Recourse Interest Obligations. 

" Obligor " shall mean, with respect to any Existing 
Debt Credit Facility or Intercompany Note, as the case may 
be, any DJT Entity or other Person (which is an Affiliate of 
DJT) which is obligated with respect to such Existing Debt 
Credit Facility or Intercompany Note, as the case may be, in 
any manner, whether contingently or absolutely, directly or 
indirectly. 

" Operating Cash Flow " shall mean, for each calendar 
quarter, the excess of (i) the sum of (a) the consolidated 
operating cash flow for such period of DJT and each of his 
Affiliates (other than Trump Palace until all obligations in 
respect of the Trump Palace Loan have been paid in full, the 
Plaza Hotel, the Shuttle and the Yards and (except to the 
extent set forth in the last sentence of this definition) any 
New Venture) , determined in conformity with the statement of 
consolidated operating cash flow in the June 14, 1990 Report 
and (b) interest earned after the first to occur of the 
satisfaction of the Collateralization Condition or the New 
Money Termination Event in such calendar quarter on the Cash 
Collateral (as defined in the New Credit Facility), over (ii) 
the sum of (a) the amount deposited during such period into 
the special cash reserve pursuant to the Business Plans hav- 
ing an aggregate outstanding balance not in excess of 
$10,000,000, (b) the operating cash flow of the Commercial 
Unit in Trump Tower Condominium to the extent the same has 
been deposited during such period into a cash reserve for 
operations of the Commercial Unit in Trump Tower Condominium, 
which cash reserve at no time shall be in excess of 
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$1,400,000, and (c) except to the extent provided in the last 
sentence of this definition, (A) the greater of (x) the cash 
or Cash Equivalents retained during such period by each of 
the Casino Entities in the ordinary course of its business to 
the extent necessary for the payment of reasonably 
anticipated expenses in accordance with the Business Plans 
and (y) the amount of cash or Cash Equivalents which is not 
then permitted to be distributed by such Casino Entity by the 
Casino Indenture (without giving effect to any restriction 
not in effect on the date hereof) relating to such Casino 
Entity or under the Casino Control Act or the regulations 
issued pursuant to the Casino Control Act, or under any order 
or resolution of the Casino Control Commission or the Divi- 
sion of Gaming Enforcement and (B) the amount of cash and 
Cash Equivalents (without duplication of amounts under clause 
(A)) with respect to each corporate Affiliate which is 
prohibited from being distributed under applicable corporate 
law; provided that in calculating consolidated operating cash 
flow (A) no deduction shall be made for payments of interest, 
principal, or other amounts except in respect of any Indebt- 
edness permitted under the New Credit Facility or hereunder; 
and (B) all payments made under any Intercompany Notes (or 
otherwise made by any DJT Entity to DJT) during such period 
shall be included, without duplication, in operating cash 
flow of DJT; provided , further , however , that any amounts 
paid during such period to any Lender in accordance with this 
Agreement in respect of such Lender's Lien on any asset or 
property shall not be included in Operating Cash Flow and any 
amounts which constitute Net Cash Proceeds of any Capital 
Event shall not be Included in Operating Cash Flow. Notwith- 
standing the foregoing. Operating Cash Flow shall be in- 
creased by any amounts actually paid or distributed to DJT 
during such period from any New Venture, from any entity 
listed on Schedule 1(a) or from any other Person to the 
extent not otherwise included in Operating Cash Flow pursuant 
to this definition nor resulting from a Capital Event. 

" Palm Beach Credit Agreement " shall mean the agree- 
ment listed under the caption "Palm Beach Credit Facility" on 
Schedule III hereto, together with all other agreements, 
instziiments and documents executed and delivered in connec- 
tion therewith, as each of the same is amended by this Agree- 
ment and the applicable Existing Agreement Amendment, and as 
each of the same may be further amended, supplemented or 
otherwise modified from time to time. 

" Palm Beach Credit Facility " shall mean the credit 
facility listed under the caption "Palm Beach Credit Facil- 
ity" on Schedule III hereto, together with all other agree- 
ments, instruments and documents executed and delivered in 


18 



476 


connection therewith , as each of the same is amended by this 
- Agreement and the applicable Existing Agreement Amendment, 
and as each of the same may be further amended, supplemented 
or otherwise modified from' time to time. 

" Pain Beach Debt Obligations " shall mean all obli- 
gations under or in connection with the Palm Beach Credit 
Facility (including all principal, interest, costs, fees, 
indemnities and other amounts) , whether absolute or contin- 
gent, due or to become due, direct or indirect, now or here- 
inafter existing, and howsoever created, arising or 
evidenced. 


" Palm Beach Collateral " shall mean all property 
(real and personal, tangible and intangible, presently exist- 
ing or arising in the future) in which a Lien is granted to 
KMB as security for the Palm Beach Debt Obligations. 

" Palm Beach Collateral Agreements " shall mean all 
agreements and instruments which create anyi Lien in the Palm 
Beach Collateral (other than any Collateral Agreement, 

Special Collateral Agreement or New Money Collateral Agree- 
ment) together with all other agreements, instruments and 
documents executed and delivered in connection therewith, as 
further amended, supplemented or otherwise modified from time 
to time. 


" PBGC " shall mean the Pension Benefit Guaranty Cor- 
poration, or any successor thereto. 

" Permitted Liens " shall mean any Liens permitted 
pursuant to the provisions of Article VI (or which would be 
so permitted if the provisions of Article VI were then in 
effect) • 


" Person " shall mean any individual, corporation, 
partnership, association, trust or any other entity or organ- 
ization, including, without limitation, a government or po- 
litical subdivision or agency or instrumentality thereof. 

" Plan " shall mean any multiemployer plan or single 
employer plan, as defined in Section 4001 and subject to 
Title IV of ERISA, which is maintained, or at any time during 
the five calendar years preceding the date of this Agreement 
was maintained, for employees of the Borrower or an ERISA 
Affiliate. 


" Plaza casino " shall mean Trump Plaza Associates. 
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" Plaza Hotel " shall mean Plaza Operating Partners, 
Ltd., a Texas United partnership. 

" Plaza, Note " shall have the meaning specified in 
Section 11.2 (a) . 

" Prepayment Factor " shall have the meaning speci- 
fied in Section 4.1(e). 

" Prime Lending Rate " shall mean the rate which 
Bankers Trust Company announces from time to time as its 
prime lending rate, as in effect from time to time. The 
Prime Lending Rate is a reference rate and does not necessar- 
ily represent the lowest or best rate actually charged to any 
customer. Bankers Trust Company may make commercial loans or 
other loans at rates of interest at, above or below the Prime 
Lending Rate. 

" Princess " shall mean The Bahamian Flag Yacht known 
as the "Trump Princess," official number: 711186. 

" Princess Notes " shall have the meaning specified 
in Section 4.1(a). 

" Principal Deficiency _Clain " shall have the meaning 
specified in Section 3.3(a)(1). 

r Prior Lien " shall mean, as to any Collateral, any 
Lien on such Collateral securing Indebtedness owed to any 
Person which is prior to the Liens on such Collateral created 
by the Collateral Agreements. 

" Qualified Appraiser " shall have the meaning speci- 
fied in Section 3.1(c). 

"Re gular Interest Payment Date " shall have the 
meaning specified in Section 4.1(b). 

" Regular Maturity Date " shall have the meaning 
specified in Section 3.1(c). 

" Remaining Obligations " shall mean with respect to 
any Existing Debt Credit Facility, all Existing Debt Obliga- 
tions in respect thereof, other than its related Deferred 
Principal Obligations and Deferred Interest Obligations. 

"Re quired Lenders " as of any time shall mean Lend- 
ers holding at such time more than 66-2/3% of the aggregate 
amount of the then outstanding Deferred Principal Obliga- 
tions, Deferred Recourse Interest Obligations and any letter 
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of credit or other fees the payment of which is deferred pur- 
suant to the applicable Existing Agreement Amendment, in each 
case, which are Covered Debt Obligations. 

"Required Waiving Lenders" as of any time shall 
mean Lenders holding at such time at least 33-1/3% of the 
aggregate amount of the then outstanding Deferred Principal 
Obligations, Deferred Recourse Interest Obligations and any 
letter of credit or other fees the payment of which is de- 
ferred pursuant to the applicable Existing Agreement Amend- 
ment, in each case, which are Covered Debt Obligations. 

" Residual Net Cash .Proceeds " shall have the meaning 
specified in Section 3.2(b). 

" sale " shall mean with respect to any Equity Inter- 
est or other asset, any sale, transfer, lease, liquidation, 
dissolution, condemnation or casualty loss, in each case, 
involving such Equity Interest or other asset, provided , how- 
ever . that, for purposes of this definition, (x) a lease 
shall not include any lease of any property which in the 
ordinary course of business is held out for lease if such 
lease is on customary commercial terms, is not a capital 
lease and provides for periodic lease payments in substan- 
tially equal amounts (subject to commercially reasonable free 
rent periods but together with any customary escalation 
clauses) and (y) a sale shall not include the sale of any 
asset which is held for sale in the ordinary course of busi- 
ness, other than any securities, any residential or com- 
mercial real property or any automobiles. 

"S chedules " shall mean the schedules to this Agree- 
ment, as amended, supplemented, waived or otherwise modified 
from time to time. 

" Shuttle " shall mean Trump Shuttle, Inc. 

" Shuttle Lenders " shall have the meaning specified 
in Exhibit A. 

" Shuttle Note " shall have the meaning specified in 
Section 11.2(a) . 

" Special Collateral " shall mean the aggregate of 
all property (real and personal, tangible and intangible, 
presently existing or arising in the future) in which a Lien 
is now or hereafter granted, or purported to be granted, pur- 
suant to a Special Collateral Agreement. 
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"Special Collateral Agreements" shall mean all 
agreements listed on Schedule V, together with all other 
agreements, documents and other instruments executed and de- 
livered in connection therewith, as amended, supplemented or 
otherwise modified from time to time. 

" Specials Foreclosure Event " shall have the meaning 
specified in Section 2.3(a). 

"Special. Guaranty" Shall mean a guaranty made by 
any DJT Entity in favor of the respective Lenders specified 
on Schedule V guarantying obligations under any Existing Debt 
Credit Agreements and otherwise in form and substance satis- 
factory to such respective Lenders, as amended, supplemented 
or otherwise modified from time to time. 

" Special Net Cash Proceeds " shall have the meaning 
specified in Section 3.2(a). 

" Special Prior Lien " shall mean, as to any Special 
Collateral, any Lien on such Special Collateral securing any 
Indebtedness owed to any Person which is prior to the Liens 
on such Special Collateral created pursuant to the Special 
Collateral Agreements. 

" Subsidiary " shall mean a corporation or other Per- 
son of which any corporation or other Person and its other 
Subsidiaries own, directly or indirectly, such number of out- 
standing shares (or other Equity Interests) as have more than 
50% of the ordinary voting power for the election of direc- 
tors (or to otherwise influence, direct or control the opera- 
tion or management) of such corporation or other Person. 

" Tai Mahal " shall mean Trump Taj Mahal Associates 
Limited Partnership. 

" Tai Mahal Bonds " means the First Mortgage Bonds, 
Series A, due 1998 issued by Trump Taj Mahal Funding, Inc. in 
the original aggregate principal amount of $675,000,000. 

" Tai Mahal Management Contract " means that certain 
Management Agreement made as of the 16th day of November, 

1988, by and between the Taj Mahal Partnership and Trump 
Management. 

" Tai Note " shall have the meaning specified in Sec- 
tion 11.2(c) • 

" Tower Note " shall have the meaning specified in 
Section 11.2(a). 
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■ Trigger Event " shall have the meaning specified in 
Section 3.2(b) (ii). 

■ Trump Man agement" means Trump Hotel Management 
Corp., a Hew Jersey corporation. 

■ Trump Palace " shall mean Donald J . Trump d/b/a The 
Trump Palace Company. 

■ Trump Realty " means Trump Taj Mahal Realty Corp., 
a New Jersey Corporation. 

■ Trump Tower " shall mean The Trump-Equitable Fifth 
Avenue Company. 

■ Uniform Default " shall mean any condition or event 
which, with notice (including, without limitation, the 
declaration provided for in the first paragraph of Exhibit A) 
or lapse of time or both, would constitute a Uniform Event cf 
Default. 


■ Uniform Event of Default " shall mean any condition 
or event referred to in Exhibit A which shall have been 
declared to be a Uniform Event of Default pursuant thereto or 
any event referred to in Item 5(a) -(h) of Exhibit A with 
respect to DJT. 

■ Yards " shall have the meaning specified in Section 

2.2(f) . 

" Yards Loan " shall have the meaning set forth in 
Section 3.1(d). 

SECTION 1.2 General Interpretive Provisions . 

(a) The terms "herein", "hereto", "hereunder" and 
all terms of similar import shall be deemed to refer to this 
Agreement as a whole rather than to any Article, Section, 
Schedule or Exhibit to this Agreement. 

(b) Unless otherwise specified, references in this 

Agreement to "Section " or "Article ", shall be deemed to 

refer to the Section or Article of this Agreement bearing the 
number so specified. References in this Agreement to "Ex- 
hibit " or "Schedule " shall be deemed to refer to the 

Exhibit or Schedule of this Agreement bearing the letter or 
number so specified. 
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(c) Unless otherwise specified or unless otherwise 
appropriate in any specific context, all references in this 
Agreement to any singular noun shall be deemed equally ap- 
plicable to the plural of such noun, and all references to 
the plural of any noun shall be deemed equally applicable to 
the singular of such noun. 

(d) Captions used for or in Sections, Articles, 
Schedules and Exhibits of this Agreement are for convenience 
only, and shall not affect the construction of this Agree- 
ment. 

SECTION 1.3 Foreign Currencies . All references in 
this Agreement to dollars or the sign shall be deemed to 
be references to dollars of the United States of America. To 
the extent that it is necessary or appropriate for the pur- 
poses of this Agreement or any Loan Document at any time to 
convert any amount of currency other than dollars to dollars 
(whether or not such conversion actually takes place or takes 
place at such rate) , such conversion shall be made using the 
noon, local time, spot selling rate exclusive of any commis- 
sions for currency of the type being converted to dollars in 
transactions of $10,000 or more conducted by Bankers Trust 
Company in New York, New York. 

SECTION 1.4 Calculation of Amounts . For purposes 
of this Agreement, whenever any determination is required to 
be made as to the outstanding amount of any Existing Debt 
Obligation, the amount of any related Contingent Debt Obliga- 
tion shall not be included therein to the extent necessary to 
avoid double counting of amounts, payments, interest accruals 
and other similar matters, without limiting the foregoing, 
the outstanding amount of any Existing Debt Obligation which 
is a letter of credit at any time shall be equal to the re- 
sult obtained by subtracting from (a) the sum of (x) the ag- 
gregate unreimbursed amount of all drawings thereunder, and 
(y) any unused commitment and undrawn face amount thereof 
thereunder, (b) the aggregate of any cash collateral then 
held by the related Lender or any agent therefor which is 
allocated to such letter of credit. Without limiting the 
foregoing, the outstanding principal amount of the BT Inter- 
est Rate Swap, the CB Interest Rate Swap and the Palace Swap 
at any time shall be equal to the amount (not less than zero) 
estimated in good faith by the respective Lender party 
thereto as the amount, calculated pursuant to Section 
6(e) (i)(l) of each such agreement (in the case of the BT 
Interest Rate Swap and the CB Interest Rate swap) and Section 
8.02(a) of such agreement (in the case of the Palace Swap), 
which would be owed to such respective Lender as of such time 
if an Early Termination Date (as defined in such respective 
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agreements) occurred as of such date and assuming the Obligor 
thereof is the Defaulting Party (as defined in such respec- 
tive agreements) . Unless otherwise expressly provided herein 
(including, without limitation. Section 3.2, 3.3 or Schedule 
VIII) or in the applicable Existing Debt Credit Agreement, 
in the case of any Existing Debt Obligation only a portion of 
which is a Covered Debt Obligation, any prepayment of such 
Existing Debt Obligation which this Agreement does not 
expressly provide shall be allocated to the prepayment of a 
Covered Debt Obligation shall be allocated in accordance with 
the terms of this Agreement first to the prepayment of Exist- 
ing Debt Obligations which are not Covered Debt Obligations 
until all remaining Existing Debt Obligations are Covered 
Debt Obligations and then to the prepayment of Covered Debt 
Obligations. 

SECTION 1.5 Voting . Whenever any Lender who has 
any participant or assignee of its Existing Debt Obligations 
is entitled to give any consent hereunder, waive any provi- 
sion hereof or take any other action hereunder, such Lender 
may allocate its Existing Debt Obligations among such parti- 
cipants or assignees and take any such action hereunder in 
accordance with the instructions of such participants or as- 
signees, whether or not such instructions result in consis- 
tent actions. 


ARTICLE II 

AME N DMENTS ..OF. EXISTING DEBT; 

UNIFORM AMENDMENTS! 

SRAMI..Q F .COLLATERAL 

SECTION 2.1 Existing Agreement Amendiaents . (a) 

Certain Representations . Each Lender hereby represents and 
warrants to the Agent, the Collateral Agent and to each other 
Lender (but not to any CJT Entity or any other Affiliate of 
DJT or any other Person) that (i) such Lender has all requi- 
site corporate power and authority to execute and deliver 
this Agreement and each Existing Agreement Amendment to which 
it is a party and to consummate the transactions contemplated 
hereby and thereby; (ii) the execution and delivery of this 
Agreement and each Existing Agreement Amendment to which it 
is a party, and the consummation of the transactions contem- 
plated hereby and thereby, have been duly authorized by all 
necessary corporate action on the part of such Lender; (iii) 
such Lender has duly executed and delivered this Agreement 
and each Existing Agreement Amendment to which it is a party; 
(iv) this Agreement and each Existing Agreement Amendment to 
which it is a party constitutes a valid and binding agreement 
of such Lender, enforceable against such Lender in accordance 
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with its terns, except as nay be United by bankruptcy, in- 
solvency, fraudulent conveyance or sinilar laws affecting 
creditors' rights generally and except that the availability 
of equitable renedies nay be United by equitable principles 
of general applicability; and (v) except as previously dis- 
closed to each other Lender in writing, as of the time of its 
execution and delivery of this Agreement, but after giving 
effect to the Existing Agreement Amendments, such Lender has 
no actual knowledge of any default or event of default by any 
Obligor under any Existing Debt Credit Agreement or Existing 
Collateral Agreement to which it is a party, nor any actual 
knowledge of any other event which would result in an Exist- 
ing Foreclosure Event (it being understood and agreed that no 
DJT Entity, any other Affiliate of DJT or any other Person 
other than the Agent, the Collateral Agent and any Lender 
shall have any right to rely upon this Section 2.1(a) or any 
right to assert that any waiver of any provision of any Ex- 
isting Debt Credit Agreement or Existing Collateral Agreement 
has arisen as a result hereof) . 

(b) No Amendments . Each Lender agrees that, with- 
out the prior consent of the Required Lenders, it will not 
amend, supplement or otherwise modify any provision of any 
Existing Debt Credit Agreement, any Existing Agreement Amend- 
ment or any other Loan Document (in each case, other than any 
of the foregoing related to the Palm Beach Credit Facility) 
if any such amendment, supplement or modification (i) would 
result in the inclusion in any such Existing Debt Credit 
Agreement, Existing Agreement Amendment or other Loan Docu- 
ment of any financial covenant unless such agreement or other 
document contains any financial covenant as of the date 
hereof (but after giving effect to the applicable Existing 
Agreement Amendment) , or which make the financial covenants 
contained in any such agreement or other document more oner- 
ous to any DJT Entity which is a party thereto than the 
financial covenants in effect on the date hereof (but after 
giving effect to the applicable Existing Agreement Amend- 
ment) ; (ii) would be inconsistent with any provision of this 
Agreement or with any provision which this Agreement provides 
shall be included in the applicable Existing Agreement Amend- 
ment; or (ill) would violate any agreement or covenant of any 
DJT Entity contained in the New Credit Facility, this Agree- 
ment or any Special Collateral Agreement, Collateral Agree- 
ment, Guaranty, Special Guaranty or Existing Agreement Amend- 
ment (in each case, as in effect on the date hereof and with- 
out giving effect to any subsequent amendment thereof which 
such Lender did not approve) ; provided , however , that not- 
withstanding clauses (i) and (ii) above, each Lender may, 
without the prior consent of any other Lender, amend, supple- 
ment or otherwise modify any provision of any Existing Debt 
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Credit Agreement, Existing Agreement Amendment or any other 
Loan Document, if such amendment, supplement or other modifi- 
cation is agreed to by each other party to such agreement or 
document and is made in order to cure any then existing de- 
fault or event of default under such agreement or document 
(or in order to avoid the occurrence of any default or event 
of default) or is made in connection with any request of DJT 
to take action not permitted to be taken under the terms of 
the applicable Existing Debt Credit Agreement, as long as, in 
any such case, such Lender reasonably determines that any 
such amendment, supplement or other modification is not 
likely to result in a default under such agreement or 
document in the near term under facts and circumstances then 
knovn to such Lender; provided , further , that no such amend- 
ment, supplement or other modification may, directly or indi- 
rectly, restrict the ability of any Obligor, any of the 
Entity Operating Cash Flow of which is at any time includible 
in Operating Cash Flow, from declaring, paying or otherwise 
making any dividends or other distributions on, or repurchas- 
ing or otherwise acquiring any of, the Equity Interest in 
such Obligor; provided , further , that, notwithstanding the 
preceding provisos, no such amendment, supplement or other 
modification shall be inconsistent with any of the Existing 
Agreement Amendment provisions contemplated by Section 
2.2(a), (b) or (g) , or any of the tolling provisions contem- 
plated by Section 2.2(c) or any of the tolling or other pro- 
visions of Section 2.2(d), or any of the provisions of Sec- 
tion 2.3, it being expressly acknowledged and agreed that any 
such amendment, supplement or modification of the payment 
terms of any Indebtedness of any DJT Entity, none of the 
Entity Operating Cash Flow of which is includible in Operat- 
ing Cash Flow at any time, shall not be deemed to be incon- 
sistent with any of such provisions. KMB agrees that without 
the consent of the Required Lenders, it will not amend, 
supplement or otherwise modify any provision of the Palm 
Beach Credit Facility (as amended by the applicable Existing 
Agreement Amendment) to advance the scheduled maturity date 
thereof contemplated by the applicable Existing Agreement 
Amendment or to increase the interest rate thereon as calcu- 
lated pursuant to the Palm Beach Credit Agreement and the 
applicable Existing Agreement Amendment. 

SECTION 2.2 Uniform Amendments to Existing Debt 
Credit Facilities . Effective from and after the Closing 
Date: 

(a) Principal Payment Provisions . Subject to Sec- 
tion 2.2(g), each of the Existing Debt Credit Agreements 
(other than the Palm Beach Credit Agreement) and each of 
the Existing Collateral Agreements (other than the Palm 
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Beach Collateral Agreements) shall be amended by the 
applicable Existing Agreement Amendment to provide that 
the maturities of principal of the applicable Existing 
Debt Credit Facility and the provisions relating to pay- 
ments and prepayments (including, without limitation, 
prepayments following any Capital Event or sale of any 
Collateral, Existing Collateral or Special Collateral) 
of such principal shall be changed to the new maturities 
and payment and prepayment provisions contemplated or 
provided by this Agreement, including, without limita- 
tion, Article III. The principal payment and prepayment 
provisions applicable to the Palm Beach Credit Facility 
shall be as set forth in the applicable Existing Agree- 
ment Amendment. 


(b) Interest . Subject to Section 2.2(g), each of 

the Existing Debt Credit Agreements (other than the Palm 
Beach Credit Agreement) and each of the Existing Col- 
lateral Agreements (other than the Palm Beach Collateral 
Agreements) shall be amended by the applicable Existing 
Agreement Amendment to provide that the rate of interest 
payable on principal amounts outstanding under the ap- 
plicable Existing Debt Credit Facility, the dates when 
payment of such interest is due, the dates on which and 
conditions under which such interest may be prepaid at a 
discount thereof, and the manner of payment of such 

interest shall be changed in the manner and to the ex- 

tent set forth in Article IV and, in the case of the 
Princess Loan, the Princess $10 million Loan and the 
Mar-a-Lago Loan, in the amounts set forth in the respec- 
tive applicable Existing Agreement Amendments. The rate 
of interest payable on the Palm Beach Credit Facility, 
the dates when payment of such interest is due and the 

manner of payment of such interest shall be as set forth 

in the applicable Existing Agreement Amendment. 

(c) Representations and Warranties . Each Existing 
Agreement Amendment shall provide that each Lender shall 
toll until the first to occur of the applicable Regular 
Maturity Date or Accelerated Maturity Date all require- 
ments contained in each Existing Debt Credit Agreement 
and each Existing Collateral Agreement to which it is a 
party that any representations or warranties specified 
in the applicable Existing Agreement Amendment, be true 
and correct in any respect or reasserted at any time, it 
being agreed that, subject to Section 2.2(g), this Sec- 
tion 2.2(c) shall not result in the waiver of any right 
to assert any claim with respect to any such representa- 
tion or warranty -after such date or in the amendment, 
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. supplement, modification or waiver of any other 
representation or warranty of any DJT Entity contained 
therein. 

• * 

(d) Covenants and. Default fi- Each Existing Agree- 
ment Amendment shall provide that each Lender shall toll 
until the first to occur of the applicable Regular 
Maturity Date or Accelerated Maturity Date compliance by 
any Obligor with any agreements, defaults or events of 
default contained in each Existing Debt Credit Agreement 
to which it is a party which are specified in the ap- 
plicable Existing Agreement Amendment, it being agreed 
that, subject to Section 2.2(g), this Section 2.2(d) 
shall not result in the waiver of any right to assert 
any claim with respect to any such agreement after such 
date or in the amendment, supplement, modification or 
waiver of any other covenant or agreement, default or 
event of default of any DJT Entity contained therein. 

(e) Preservation of Rights . Subject to Section 
2.2(g), nothing in this Agreement shall be deemed to 
constitute a waiver by any Lender of any default by any 
Obligor, or shall be deemed to prevent any Lender from 
exercising any right or remedy, under any Existing Debt 
Credit Agreement or Existing Collateral Agreement, in 
each case, as amended by the Existing Agreement Amend- 
ments. In addition, nothing in this Agreement shall be 
deemed to prevent any Lender from exercising any right 
or remedy against any Person who is not an Obligor, in- 
cluding any right or remedy pursuant to any guarantee of 
any Existing Debt Obligations by such Person. 

(f) Termination of Unused Commitments . Any unused 
portion of any Lender's commitment to loan or advance 
funds, issue any letter of credit, accept any draft, or 
lease any property to any Person (except to the extent 
that such property was theretofore so leased to such 
Person) pursuant to any Existing Debt Credit Facility 
shall be terminated and be of no further force or ef- 
fect; provided , however , that the foregoing shall not 
apply to (i) the Restructuring Agreement referred to in 
Section 3.1(e) or the Loan Agreement dated as of 
August 1, 1989, between Trump Crystal Tower Associates 
Limited Partnership and Manufacturers Hanover Trust 
Company, as amended by the Existing Agreement Amendment 
executed and delivered with respect thereto; (ii) the 
obligations of the Lender under the Trump Palace Loan; 
(ill) the Midlantic Letters of Credit; (iv) the HatWest 
Letters of Credit; (v) the First Fidelity Letters of 
Credit as amended pursuant to the last sentence of this 
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Section 2.2(f); (vi) the Irrevocable Letter of Credit 
Ho. NY-0830-30002732 issued by Citibank, N.A., as 
amended pursuant to the last sentence of this Section 
2.2(f); and (vii) advances to be made to Penn Yards As- 
sociates ("Yards") aggregating up to $9,000,000 in 
respect of the real estate taxes and other similar 
public charges for the premises owned by Yards pursuant 
to the $9,000,000 Penn Yards Loan (such obligations in 
clauses (i), (ii), fiii), (iv), (v) , (vi) , and (vii), 
the "Commitment Exceptions") . Other than in connection 
with the Commitment Exceptions or in respect of the 
Deferred Recourse Interest Obligations and the Deferred 
Project Interest Obligations, no Lender shall make any 
extension of credit, make any loan or advance, issue any 
letter of credit, accept any draft or otherwise take any 
action which would have the effect of increasing the 
amount of the Covered Debt Obligations held by any 
Lender under any Covered Debt Credit Facility, except 
loans or advances (to the extent otherwise constituting 
recourse obligations of DJT) made to fund required 
insurance, overrun construction costs, maintenance, 
environmental cleanup, real estate taxes or other costs 
or expenses reasonably necessary to protect the value of 
Existing Collateral, Special Collateral or Collateral. 
Except as may arise in connection with the Commitment 
Exceptions, any amount of any Existing Debt Obligation 
which is prepaid shall not and may not be reborrowed. 

The Irrevocable Letter of Credit Ho. NY-0830-30002732 
issued by Citibank, H.A. shall be amended as of the 
Closing Date so that the expiration date thereof shall 
be July 30, 1993 and the $2,878,500 Letter of Credit Ho. 
N-300872 between Seashore Four Associates, as Account 
Party, First Fidelity Bank, H.A., Hew Jersey, as Issuer 
and naming as Beneficiary First Pennsylvania Bank as 
trustee for S.S.G. Enterprises shall be amended by the 
applicable Existing Agreement Amendment so that the 
expiration date thereof shall be December 10, 1998, 
subject to First Fidelity's right to not renew as 
provided in the applicable Existing Agreement Amendment 
as in effect on the date hereof. The respective Exist- 
ing Agreement Amendments applicable to the BT Interest 
Rate Swap, the Palace Swap and the CB Interest Rate Swap 
shall provide that nothing herein, therein or in any 
other loan Document shall prevent the respective Lenders 
party thereto from terminating such agreement in ac- 
cordance with the terms thereof. 

(g) Remedies With Respect to Co ntingent Debt Obli- 
gations and Recourse Obligations . Without limiting the 
foregoing and (except as expressly set forth in this 
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Section 2.2(g)) notwithstanding anything herein or in 
any Loan Document to the contrary, each Contingent Debt 
Credit Facility (other than (1) each of the Princess 
Loan, the Princess $lt> Billion Loan and the Mar-a-Lago 
Loan to the extent (and only to the extent) set forth in 
the respective applicable Existing Agreement Amendments, 
as each is in effect on the date hereof and (2) the Palm 
Beach Credit Facility) shall be amended by the ap- 
plicable Existing Agreement Amendment to provide that 
each Lender shall have no right, prior to June 30, 1995, 
directly or indirectly, to exercise or enforce against 
DJT (including, without limitation, DJT in his capacity 
as an Obligor, a general or limited partner of any 
partnership, a participant in any joint venture, a 
stockholder, officer or director of a corporation, or in 
any other capacity, whether by operation of law or 
otherwise) any right or remedy under, or in respect of, 
such Contingent Debt Credit Facility, by law or 
otherwise, regardless of whether such Lender may 
exercise any right or pursue any remedy with respect to 
the related Existing Debt Obligation, other than as 
permitted by Article V and other than following the ac- 
celeration of the maturity of the Deferred Recourse 
Interest Obligations pursuant to Article V. Without 
limiting the foregoing and (except as expressly set 
forth in this Section 2.2(g)) notwithstanding anything 
herein or in any Loan Document to the contrary, each 
Existing Debt Credit Facility (including, without 
limitation, each Contingent Debt Credit Facility) (other 
than, in each case (1) each of the Princess Loan, the 
Princess $10 million Loan and the Mar-a-Lago Loan to the 
extent (and only to the extent) set forth in the respec- 
tive applicable Existing Agreement Amendments, as each 
is in effect on the date hereof and (2) the Palm Beach 
Credit Facility) shall be amended by the applicable 
Existing Agreement Amendment to provide that no Lender 
shall be entitled, directly or indirectly, to assert or 
enforce any claim in respect of any such Existing Debt 
Obligation against DJT (including, without limitation, 
DJT in his capacity as an Obligor, a general or limited 
partner of any partnership, a participant in any joint 
venture, a stockholder, officer or director of a 
corporation, or in any other capacity, whether by 
operation of law or otherwise) or exercise or enforce 
any right or remedy in connection therewith, prior to 
June 30, 1995, other than as permitted by Article V and 
other than following the acceleration of the maturity of 
the Deferred Recourse Interest Obligations pursuant to 
Article V. Without limiting the foregoing and (except 
as expressly set forth in this Section 2.2(g)) 
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notwithstanding anything in this Agreement to the 
contrary, until the first to occur of June 30, 1995 or 
the date of acceleration of the maturity of the Deferred 
Recourse Interest Obligations pursuant to Article V, no 
Lender shall pursuant to any Loan Document, Existing 
Debt Credit Agreement or Existing Agreement Amendment 
(other than (1) each of the Princess Loan, the Princess 
$10 million Loan and the Mar-a-Lago Loan to the extent 
(and only to the extent) set forth in the respective 
applicable Existing Agreement Amendments, as each is in 
effect on the date hereof and (2) the Palm Beach Credit 
Facility and the applicable Existing Agreement Amend* 
ment) directly or indirectly, assert or enforce any 
deficiency or similar claim in respect thereof against 
DJT (including, without limitation, DJT in hie capacity 
as an Obligor, a general or limited partner of any 
partnership, a participant in any joint venture, a 
stockholder, officer or director of a corporation, or in 
any other capacity, whether by operation of law or 
otherwise) or exercise or enforce any right or remedy 
against DJT (including, without limitation, DJT in his 
capacity as an Obligor, a general or limited partner of 
a partnership, a participant in any joint venture, a 
stockholder, officer or director of a corporation, or in 
any other capacity whether by operation of law or 
otherwise) in connection therewith. The foregoing 
provisions shall hot limit the right of any Person to 
name DJT as party defendant in any action or suit for 
judicial foreclosure or in the exercise of any other 
remedy under the Existing Collateral Agreements, Special 
Collateral Agreements or Collateral Agreements so long 
as no judgment in the nature of a deficiency or personal 
money judgment shall be enforced against DJT and nothing 
herein shall be deemed to be a waiver of any deficiency 
or similar claim on or after the first to occur of June 
30, 1995 or the acceleration of the Deferred Recourse 
Interest Obligations pursuant to Article V. Each DJT 
Entity hereby waives any defenses which it may have with 
respect to any Contingent. Debt Obligation or Existing 
Debt Obligation arising as a result of any statute of 
limitations, laches, estoppel, suretyship, entire 
controversy doctrine, or similar defense. This Section 
2.2(g) shall not be deemed to prevent any Lender from 
exercising any Foreclosure Rights in accordance with 
Section 2.3 with respect to any Existing Collateral, 
Special Collateral or Collateral held by DJT. 
Notwithstanding anything in this Agreement to the 
contrary (including this Section 2.2(g)), in the event 
that any DJT Entity shall wrongfully withhold any mate* 
rial amount required pursuant to Section 3.2(a) (i) or 


\ 


32 - 



490 


(ii) of this Agreement to be paid to any Lender holding 
any Existing Debt Obligation of which DJT (including DJT 
in his capacity as an, Obligor, a general or limited 
partner of a partnership, a participant in a joint 
venture, a stockholder, officer or director of a 
corporation or in any other capacity, whether by 
operation of law or otherwise) is the Obligor and as to 
which there is no exculpation or similar clause (other 
than as may arise as a result of a bona fide dispute as 
to the calculation of any such amount) , such Lender 
shall be entitled to assert any claim, to exercise and 
enforce any rights and remedies, and to enforce any 
judgment, against DJT (including against DJT in his 
capacity as an Obligor, a general or limited partner of 
a partnership, a participant in a joint venture, a 
stockholder, officer or director of a corporation or in 
any other capacity, whether by operation of law or 
otherwise) in each such case, in respect of (and only in 
respect of) any such material amount so required to be 
paid and so wrongfully withheld. 

(h) Palm, Beach O bli g ations. The Palm Beach 
Credit Agreement and Palm Beach Collateral Agreements 
shall be amended solely to the extent provided in the 
Existing Agreement Amendments relating to the Palm Beach 
Credit Facility and none of the provisions of paragraphs 
(c) , (d) , (f) or (g) of this Section 2.2 (other than the 
provisions excluding the Palm Beach Credit Agreement and 
Palm Beach Collateral Agreement) shall apply to the Palm 
Beach Credit Facility. 

SECTION 2.3 Foreclosure Remedies , (a) Special 
Collateral . From and after the Closing Date, no Lender 
shall, pursuant to any Special Collateral Agreement, have the 
right to exercise or enforce any of its rights or remedies 
(including, without limitation, the rights and remedies under 
Section 2.3(h)) with respect to any Existing Debt Obligation 
(either by suit in equity or by action at law, or both) , or 
to enforce the payment of any Existing Debt Obligation, 
against, or to exercise any other foreclosure or similar 
remedy with respect* to (the foregoing rights and remedies 
against property and the rights and remedies pursuant to Sec- 
tion 2.3(h) being hereinafter referred to as the "Foreclosure 
Rights"), all or any portion of any property included in the 
Special collateral, unless, in the case of any such property 
(the "Affected Special Collateral") , on or after the date 
hereof, (x) any Person or Persons holding a Special Prior 
Lien on such Affected Special Collateral (it being understood 
for the purpose of this clause (x) that any Lien on any asset 
or property of any Person shall be deemed to be a Special 
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Prior Lien with respect to any Lien on any Equity Interest 
(or proceeds thereof or rights therein, including, without 
limitation, distributions therefrom) of such Person) shall 
have commenced to exercise Foreclosure Rights against all or 
any portion of such Affected Special Collateral, (y) at such 
time as no Lender shall hold a Special Prior Lien in the ap- 
plicable Affected Special Collateral (or, in the case of 
clause (B) below, the applicable Special Collateral with re- 
spect to which the Lender is proposing to exercise any Fore- 
closure Rights) (it being understood that for the purpose of 
this clause (y) any Lien on any asset or property of any 
Person shall not be deemed to be a special Prior Lien with 
respect to any Lien on any Equity Interest (or proceeds 
thereof or rights therein. Including, without limitation, 
distributions therefrom) of such Person) , either (A) any DJT 
Entity shall have failed to observe or perform any covenant 
or agreement contained in the Special Collateral Agreement 
creating the Lien in such Affected Special Collateral or any 
event of default under such Special Collateral Agreement 
shall occur, in each case, which shall continue to exist fol- 
lowing the expiration of any applicable grace period or (B) 
any Event of Default (as such term is defined in the New 
Credit Facility) shall have occurred without waiver or cure 
for 20 days after the expiration of any applicable grace 
period or any Uniform Event of Default shall have occurred 
without waiver or cure for 20 days after the expiration of 
any applicable grace period, or (z) at such time as no Lender 
shall hold a Special Prior Lien in the applicable Affected 
Special Collateral (it being understood for the purpose of 
this clause (z) that any Lien on any asset or property of any 
Person shall not be deemed to be a Special Prior Lien with 
respect to any Lien on any Equity Interest (or proceeds 
thereof or rights therein, including, without limitation, 
distributions therefrom) of such Person) , any DJT Entity 
shall have failed to make any payment of principal of or 
interest on any Indebtedness owed to such Lender which is 
secured pursuant to such Special Collateral Agreement by all 
or any portion of such Affected Special Collateral when due 
(whether at stated maturity, by acceleration, on demand or 
otherwise) , which shall continue to exist following the expi- 
ration of any applicable grace period. (Each such event re- 
ferred to in clause (x) , (y) or (z) above is referred to 
herein as a "Special Foreclosure Event") • Ho event (other 
than any event described in subclause (B) of clause (y) 
above) giving rise to any Special Foreclosure Event with 
respect to any Affected Special Collateral shall constitute 
an event giving rise to, or directly or indirectly result in, 
any other Special Foreclosure Event with respect to any other 
Special Collateral, to any Existing Foreclosure Event with 
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respect to any other Existing Collateral or to any Fore- 
closure Event with respect to any other Collateral except as 
may arise pursuant to the terms of the Special Collateral 
Agreements relating to the Princess and the Existing Col- 
lateral Agreement relating to the property known as 
Mar-a-Lago as in effect on the date hereof. Upon the occur- 
rence of a Special Foreclosure Event with respect to any Af- 
fected Special Collateral , the Lender party to the Special 
Collateral Agreement relating to such Affected Special Col- 
lateral shall be entitled to exercise Foreclosure Rights in 
accordance with the terms of such Special Collateral Agree- 
ment without the consent of any other Lender. Nothing in 
this Agreement shall prevent the Lender party to the Special 
Collateral Agreements relating to the Princess from exercis- 
ing Foreclosure Rights pursuant to such Special Collateral 
Agreements as in effect on the date hereof. 

(b) collateral , (i) Remedies..: Upon Foreclosure 
Event . In the event that the Deferred Recourse Interest 
Obligations are accelerated pursuant to Article V, the Col- 
lateral Agent may exercise all rights and remedies provided 
under this Agreement or any Collateral Agreement , or 
otherwise available under applicable lav (including, without 
limitation, the Uniform Commercial Code) all subject to the 
direction of the Required Lenders; provided that with respect 
to all Collateral, the foregoing shall not be deemed to 
permit the Collateral Agent to exercise Foreclosure Rights in 
the absence of a Foreclosure Event with respect to such Col- 
lateral. From and after the Closing Date, no Lender shall 
have the right to exercise any Foreclosure Rights pursuant to 
the Collateral Agreements against all or any portion of any 
property included in the Collateral, other than as specified 
in this Section 2.3(b). If any Foreclosure Event shall occur 
with respect to any Affected Collateral, then the Agent, at 
the direction of the Required Lenders, shall exercise Fore- 
closure Rights with respect to such Affected Collateral, all 
in accordance with the instructions of the Required Lenders. 

(ii) Certain Definitions . A "Foreclosure Event" 
with respect to any property included in the Collateral shall 
be deemed to have occurred if on or after the date hereof (x) 
any Person or Persons holding a Prior Lien on such Affected 
Collateral (it being understood for the purpose of this 
clause (x) that any Lien on any asset or property of any 
Person shall be deemed to be a Prior Lien with respect to any 
Lien on any Equity Interest (or proceeds thereof or rights 
thereof, including, without limitation, distributions there- 
from) of such Person) shall have commenced to exercise Fore- 
closure Rights against all or any portion of such property 
included in the Collateral, (y) at such time as no Lender 
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shall hold a Prior Lien in the applicable Affected Collateral 
(or, in the case of clause (B) below, the applicable Collat- 
eral with respect to which the Collateral Agent is proposing 
to exercise any Foreclosure Rights) (it being understood for 
the purpose of this clause (y) that any Lien on any asset or 
property of any Person shall not be deemed to be a Prior Lien 
with respect to any Lien on any Equity Interest (or proceeds 
thereof or rights therein, including, without limitation, 
distributions therefrom) of such Person) , either (A) any DJT 
Entity shall have failed to observe or perform any covenant 
or agreement contained in the Collateral Agreement creating 
the Lien in such property or any default under such Collat- 
eral Agreement shall occur, in each case, which shall con- 
tinue to exist following the expiration of any applicable 
grace period, or (B) any Event of Default (as such term is 
defined in the New Credit Facility) shall have occurred with- 
out waiver or cure for 20 days after the expiration of any 
applicable grace period or any Uniform Event of Default shall 
have occurred without waiver or cure for 20 days after the 
expiration of any applicable grace period, or (z) at such 
time as.no Lender shall hold a Prior Lien in the applicable 
Affected Collateral (it being understood for the purpose of 
this clause (z) that any Lien on any asset or property of any 
Person shall not be deemed to be a Prior Lien with respect to 
ary Lien on any Equity Interest (or proceeds thereof or 
rights therein, including, without limitation, distributions 
therefrom) of such Person) , any DJT Entity shall have failed 
to make any payment of principal of or interest on any In- 
debtedness owed to the applicable Lender which is secured 
pursuant to such Collateral Agreement by all or any portion 
of such property included in the Collateral when due (or on 
any related Deferred Principal Obligation) (whether at stated 
maturity, by acceleration, on demand or otherwise) which 
shall continue to exist following the expiration of any ap- 
plicable grace period. The term "Affected Collateral" shall 
mean the property (real or personal, tangible or intangible, 
whether presently existing or hereafter created) included in 
the collateral with respect to all or a portion of which such 
property an event has occurred (or failed to occur) which 
resulted in the occurrence of the applicable Foreclosure 
Event. No event (other than any event described in clause 
(B) of clause (y) above) giving rise to any Foreclosure Event 
with respect to any Affected Collateral shall constitute an 
event giving rise to, or directly or indirectly result in, 
any other Foreclosure Event with respect to any other Col- 
lateral, any Special Foreclosure Event with respect to any 
other Special Collateral or any Existing Foreclosure Event 
with respect to any other Existing Collateral. Notwithstand- 
ing the foregoing, for purposes of clauses (y) and (z) of 
this Section 2.3(b), following the first to occur of (A) the 
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satisfaction of the Collateralization Condition and (B) the 
New Money Termination Event, no Lien created pursuant to any 
New Money Collateral Agreement shall be deemed to be a Prior 
Lien. 


(c) Existing Collateral . Notwithstanding the 
foregoing, but subject to Section 2.2(g), without the consent 
of any other Lender each Lender shall have the right to exer- 
cise any Foreclosure Rights against all or any portion of any 
property included in the Existing Collateral pursuant to any 
Existing Collateral Agreements if, in the case of any such 
property (the "Affected Existing Collateral") , such action is 
permitted pursuant to the terms of the applicable Existing 
Collateral Agreements, as amended by the Existing Agreement 
Amendments. (Any such event, whether now or hereafter occur- 
ring in respect of Existing Collateral, is referred to herein 
as an "Existing Foreclosure Event.") 

(d) Judgment Liens . Nothing contained in this 
Agreement (other than Section 2.2(g)) shall be deemed to pre- 
vent any Lender holding any Existing Debt Obligation on which 
a Casino Entity or any of Trump Realty, Seashore Four Associ- 
ates, Trump Boardwalk Realty Corp., or Trump Taj Mahal, Inc., 
is an Obligor following any failure by any such Obligor to 
satisfy any payment obligation when the same shall be due and 
payable (including, without limitation, upon acceleration 
thereof), following the expiration of any applicable grace 
period, from obtaining any judgment lien and exercising 
Foreclosure Rights in respect thereof against the Obligor 
thereof (but not against DJT (including, without limitation, 
DJT in his capacity as an Obligor, a general or limited 
partner of any partnership, a participant in any joint 
venture, a stockholder, officer or director of a corporation 
or in any other capacity, whether by operation of law or 
otherwise)) or against any assets of such Obligor (other than 
DJT (including, without limitation, DJT in his capacity as an 
Obligor, a general or limited partner of any partnership, a 
participant in any joint venture, a stockholder, officer or 
director of a corporation or in any other capacity, whether 
by operation of law or otherwise) ) . 

(e) Certain Limitations . Nothing in this Section 
2.3 shall be deemed to limit Section 2.2(g). 

(f) Notice . DJT shall give each Lender, the Agent 
and the Collateral Agent prompt notice of the commencement by 
any Person of the exercise of any Foreclosure Rights. In the 
event that the Collateral Agent or any Lender has exercised 
or enforced any rights or remedies pursuant to this Section 
2.3 and shall thereafter have discontinued all such exercise 
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or enforcement, the Collateral Agent shall upon the vritten 
request of DJT send a notice to each Person specified in such 
request of DJT stating that such exercise or enforcement has 
been so discontinued. 

(g) Interpretation . For purposes of this Section 
2.3, a Lien on any proceeds of, or rights in (including, 
without limitation, distributions in respect of) any Equity 
Interest shall be treated equivalently to a Lien in such 
Equity Interest. It is expressly understood and agreed that 
every Foreclosure Event and every Special Foreclosure Event 
shall be deemed to constitute a "default," as such term is 
used in Part 5 of Article 9 of the Uniform Commercial Code, 
and that the applicable Lender, the Collateral Agent or the 
Agent shall have all the rights and remedies afforded a 
secured creditor after "default" in such statutory provisions 
upon the occurrence of any Foreclosure Event or Special Fore- 
closure Event. 

(h) Demand for Payment . Each DJT Entity hereby 
irrevocably waives, and each DJT Entity hereby irrevocably 
agrees to cause its Affiliates to waive, any requirement 
under any applicable law, any procedural rule of any 
Governmental Authority or otherwise arising that any Existing 
Debt Obligation be then due and payable upon the exercise of 
any Foreclosure Rights by any Lender upon a Foreclosure 
Event, a Special Foreclosure Event or an Existing Foreclosure 
Event but only to the extent necessary to permit the com- 
mencement to exercise, exercise or enforcement of Foreclosure 
Rights. In the event that it shall be necessary under ap- 
plicable law as a predicate to the commencement of any 
exercise of, exercise of or enforcement of any such 
Foreclosure Right upon a Foreclosure Event, Special 
Foreclosure Event or Existing Foreclosure Event, any Lender 
under any Existing Debt Credit Facility so affected, in order 
to commence to exercise, exercise and/or enforce such 
Foreclosure Rights, may, subject to Section 2.2(g), to the 
extent so required, by notice to DJT, the Agent and each 
other Lender declare all Existing Debt Obligations owed to 
such Lender under such Existing Debt Credit Facility so af- 
fected, to be forthwith due and payable, whereupon all such 
Existing Debt Obligations shall become and be forthwith due 
and payable, without presentment, demand, protest, notice 
(except as provided above) or other requirements of any kind, 
all of which are expressly waived; provided , however , that 
notwithstanding anything in any Existing Debt Credit Agree- 
ment, any Existing Collateral Agreement, this Agreement, any 
Existing Agreement Amendment or any other Loan Document to 
the contrary (except to the extent expressly provided to the 
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contrary in Article V) , in the event of any such acceleration 
all of the following shall be applicable: 

(i) such Lender hereby irrevocably agrees to forbear 
from exercising any right or remedy other than such 
Foreclosure Rights, under any such Existing Debt Credit 
Agreement, Existing Collateral Agreement, Existing Agreement 
Amendment or other Loan Document or otherwise available under 
applicable law, notwithstanding anything in such Existing 
Debt Credit Agreement, Existing Collateral Agreement, this 
Agreement, Existing Agreement Amendment or other Loan 
Document to the contrary, to which such Lender would 
otherwise be entitled as a result of such acceleration, 
including, without limitation, enforcing any deficiency or 
similar claim (against the Obligor thereof or otherwise) 
arising from such exercise of Foreclosure Rights until such 
Lender shall be entitled to exercise any such right or remedy 
in accordance with the terms hereof and thereof; 

(ii) such Lender shall not be entitled to exercise any 
Foreclosure Rights with respect to any other property or any 
other Equity Interest solely by virtue of such acceleration 
until such Lender shall otherwise be so entitled in ac- 
cordance with any Existing Collateral Agreement, Special Col- 
lateral Agreement or Collateral Agreement; 

(iii) such Lender agrees that such acceleration shall not 
affect or expand any obligation of any Obligor under any 
guaranty or otherwise, except as may be necessary to permit 
the commencement to exercise, exercise or enforcement of the 
Foreclosure Rights in connection with which such acceleration 
was effected; _ 

(iv) such Lender agrees that such acceleration shall not 
in and of itself affect the applicability of the Prepayment 
/actor or the right of any DJT Entity to retain any portion 
of Residual Net Cash Proceeds or Operating Cash Flow to which 
it would otherwise be entitled pursuant to this Agreement 
(except that this clause (iv) shall not affect the applica- 
tion of Section 3.2(g) as it applies to the exercise of 
Foreclosure Rights or Section 4.1(e) as it applies to the 
exercise of Foreclosure Rights) ; 

(v) such Lender agrees that such acceleration shall not 
affect the rate at which interest shall accrue on such Exist- 
ing Debt Obligation and shall not result in the imposition of 
any fee or other charge; 
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(vi) each Lender hereby valves any default or event of 
default which may arise under any other Existing Debt Obliga- 
tion to which it is a party which say result from such ac- 
celeration as long as the forbearance provisions of this Sec- 
tion 2.3(h) or the forbearance provisions of Article VIA of 
the New Credit Facility are in effect; 

(vii) such Lender agrees that such acceleration shall not 
in and of itself entitle any Lender to receive any allocation 
to which it would not otherwise be entitled pursuant to sec- 
tion 3.8 or to receive any distribution to which it is not 
otherwise entitled pursuant to Article III or Schedule VIII; 
and 

(viii) such Lender agrees that each and every provision of 
each Existing Debt Credit Agreement, Existing Collateral 
Agreement, this Agreement, each Existing Agreement Amendment 
and each other Loan Document shall be deemed amended so that 
the rights and remedies of the parties thereto shall not be 
altered by any such acceleration, except as may be necessary 
to permit the commencement to exercise, . exercise or enforce- 
ment of the Foreclosure Rights in connection with which ac- 
celeration was effected. 

The provisions of this Section 2.3(h) shall be ef- 
fective until the first to occur of the time at which such 
Lender shall exercise an independent right pursuant to any 
Existing Debt Credit Agreement, as amended by the applicable 
Existing Agreement Amendment, to accelerate such Existing 
Debt Obligations or the acceleration of the Deferred Recourse 
Interest Obligations pursuant to Article V hereof. The 
provisions of this Section 2.3(h) shall not apply to the Palm 
Beach Credit Facility. 

SECTION 2.4 Uniform Covenants . From and after the 
Closing Date, each DJT Entity shall comply with all of the 
Uniform Covenants set forth in Article VI and Exhibit E. 

SECTION 2.5 Uniform Events of Default . From and 
after the Closing Date, the events described in Exhibit A 
shall constitute the Uniform Events of Default, subject to 
the terms and conditions thereof. 

SECTION 2.6 Collateral . From and after the Clos- 
ing Date, (a) the Deferred Recourse Interest Obligations of 
all Lenders shall be secured by the Collateral, and each 
Lender's respective Deferred Recourse Interest Obligations 
and Deferred Principal Obligations shall also be secured as 
provided by the respective Lender's Existing Collateral 
Agreements, and also (b) the Covered Debt Obligations of the 
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Lenders specified on Schedule V shall be secured by their 
respective Special Collateral set forth in the applicable 
Special Collateral Agreements in addition to whatever 
security is provided by the respective Lender's Existing Col- 
lateral Agreements* 

SECTION 2.7 Withdrawa l of Demands. Each Lender 
withdraws as of the Closing Date any demands for payment, 
foreclosure suits and demands as against any DJT Entities, 
and other similar actions made prior to the date hereof and 
made prior to the Closing Date which would be prohibited to 
be made hereunder after the Closing Date with respect to any 
Existing Debt Credit Agreements or Existing Collateral Agree- 
ments, in each case, except with respect to any due and 
unpaid interest in respect of any Existing Debt Obligation 
specified on Schedule IX. 

SECTION 2.8 Sharing Among Lenders . The Lenders 
hereby agree to allocate certain payments and recoveries on 
the Existing Debt Obligations among themselves in accordance 
with this Agreement. 

SECTION 2.9 Contingent Deb t. Except as expressly 
provided in this Agreement, each Contingent Debt Credit Fa- 
cility, including, without limitation, all terms and provi- 
sions thereof which relate to the obligations of any Obligor 
or to any collateral, is and shall continue to be in full 
force and effect and is in all respects ratified and con- 
firmed, and this Agreement is, other than in the case of the 
Mar-a-Lago Loan, the Princess Loan and the $10 million 
Princess Loan, expressly made supplemental thereto and a part 
thereof. Each DJT Entity agrees and acknowledges that it has 
no defenses, offsets, crossclaims or counterclaims to the 
enforcement of any Existing Debt Credit Agreement or any 
Contingent Debt Obligation. 

SECTION 2.10 Waiver bv Lenders . Each Lender here- 
by waives any default or event of default which would other- 
wise occur under any Existing Debt Credit Agreement or Exist- 
ing Collateral Agreement to which it is a party solely as a 
result of the execution, delivery and performance of this 
Agreement, the Guaranties, the Special Guaranties, the Col- 
lateral Agreements, the Special Collateral Agreements, the 
Existing Agreement Amendments, the New Credit Facility, the 
New Money Collateral Agreements, or any amendment or restate- 
ment, executed and delivered as of the date hereof (copies of 
which have been provided to each Lender) to any documents 
governing, relating to or evidencing Indebtedness secured by 
a first priority Lien on the assets of the Shuttle or the 
Plaza Hotel in each case, as in effect on the date hereof. 
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ARTICLE III 
PRINCIPAL PAYMENTS AND 
PREPAYMENTS OF EXISTING DEBT 

SECTION 3.1 Notes- (a) Deferred .Principal Obli- 
gations . Each Obligor's obligation to pay the Deferred Prin- 
cipal of the Existing Debt Obligations of each Lender shall 
be eviden ced by t he promissory note or other agreement or 
instrument which as of the date hereof evidences such Exist- 
ing Debt Obligation of such Lender , as amended by or pursuant 
to the applicable Existing Agreement Amendments (individu- 
ally, a "Deferred Principal Obligation" and, collectively, 
the "Deferred Principal Obligations"). Each Deferred Princi- 
pal Obligation shall be payable at the time or times, in the 
amounts and in the manner provided therein. 

(b) Paymen t. Each Obligor shall pay, or cause to 
be paid, the Deferred Principal Obligations in respect of 
which it is an Obligor in accordance with the terms thereof; 
provided , however , that the exercise of remedies in respect 
of any default thereunder shall be subject to Section 2.2(g). 

(c) Maturity . (i) Subject to Section 2.2(g) and 
to Section 3.1(c) (v) , unless otherwise specified herein, each 
Existing Debt Credit Agreement shall be amended by the ap- 
plicable Existing Agreement Amendment to provide that the 
Deferred Principal Obligation owed to each Lender shall be 
due and payable on the first to occur of (x) the Regular 
Maturity Date or (y) the Accelerated Maturity Date, in each 
case, with respect to such Deferred Principal Obligation. 
Subject to Section 3.1(d), the term "Regular Maturity Date" 
with respect to any Deferred Principal Obligation shall mean 
(I) in the case of any Deferred Principal Obligation listed 
on Schedule VII, June 30, 1993, (II) in the case of the 
Princess Loan and the Princess $10 Million Loan, the first to 
occur of June 30, 1991 and the date of the sale or other 
disposition of the Princess, (III) in the case of the Mar-a- 
Lago Loan, December 30, 1993, and (IV) in the case of any 
other Deferred Principal Obligation, June 30, 1995. 

(ii) Subject to Section 3.1(d), an "Accelerated 
Maturity Date" with respect to any Deferred Principal Obliga- 
tion having a Regular Maturity Date of June 30, 1995 shall 
occur on June 30, 1993 (subject to extension as provided in 
section 3.1(c) (iii)) if (1) the holder of such Deferred Prin- 
cipal Obligation is listed on Schedule XII and is secured, as 
of the date hereof, by any Lien pursuant to an Existing Col- 
lateral Agreement on any property (including any Equity 


42 


500 


Interest) included in the Existing Collateral (each such 
holder as set forth on Schedule XII f a "Claimholder", and 
each such correlative property (including any property owned 
by any Person the Equity Interests of which are subject to 
the Lien) , such "Claimholder 's Asset") and (2) such 
Claimholder shall , on or after March 31, 1993, have delivered 
a notice to DJT (with a copy to the Agent and to each other 
Lender) (an "Acceleration Notice") providing that such holder 
has elected to exercise its rights to cause an Accelerated 
Maturity Date with respect to such Deferred Principal Obliga- 
tion to occur, unless EXIT shall comply with the provisions of 
clause (x), (y) or (z) below: 

(x) (i) Within 60 days after the date of the ap- 
plicable Acceleration Notice, DJT delivers a written notice 
to such Claimholder (with a copy to the Agent and to each 
other Lender) stating that DJT intends to refinance such 
Claimholder 's Asset and to prepay the Indebtedness owed to 
such Claimholder represented by such Deferred Principal Obli- 
gation and any related Deferred Interest Obligation, which 
such notice shall include a bona fide commitment for such 
refinancing (subject only to customary conditions which are 
reasonably capable of satisfaction in a timely manner) and 
(ii) within 60 days after the date of such notice by DJT, 
such refinancing of such Claimholder 's Asset is consummated 
and the proceeds thereof are applied to repay in full (giving 
effect to the then applicable Prepayment Factor) such De- 
ferred Principal Obligation and any related Deferred Interest 
Obligation and otherwise in accordance with the provisions of 
this Agreement; or 

(y) DJT delivers to such Claimholder (and to the 
Agent and to each other Lender) within 60 days after the date 
of the applicable Acceleration Notice a notice (certified by 
each of the Certifying Persons and each reasonably acceptable 
in form and substance to such Claimholder) certifying that 
the amount of the projected Entity Operating Cash Flow (be- 
fore debt service) of such Obligor (which projections shall 
be made in good faith, shall be based on the Entity Operating 
Cash Flow of such Claimholder 's Asset or the owner of such 
Claimholder' s Asset, as the case may be, for the six-month 
period immediately preceding the date of the Acceleration 
Notice and shall accompany each such notice and shall be 
reasonably acceptable in form and substance to such Claim- 
holder) is adequate to satisfy the six month projected debt 
service of Indebtedness held by such Claimholder and secured 
by such Claimholder' s Asset and any Indebtedness secured by a 
perfected Lien in such Claimholder' s Asset senior to such 
Claimholder 's Lien (it being understood that the giving by 
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DJT of such notice shall result in an Accelerated Interest 
Payment Date to the extent set forth in Section 4.1(b)); or 

(z) In the event that, on or prior to June 30, 
1993, the Claimholder shall deliver a notice to DJT (with a 
copy to the Agent and each other Lender) indicating that such 
Claimholder has located a bona fide purchaser for such Claim- 
holder's Asset, which such notice shall be accompanied by an 
appraisal by an independent Person of nationally recognized 
standing who has been engaged in the business of valuing as- 
sets of the same type as the asset subject to valuation (a 
"Qualified Appraiser") which indicates that the fair market 
value of such Claimholder 's Asset is not greater than the 
consideration proposed to be paid by such bona fide purchaser 
(it being agreed by each DJT Entity and each Lender that no 
Claimholder or other Lender shall have any obligation whatso- 
ever to seek or locate such a bona fide purchaser for any 
Claimholder 's Asset or any other property or to deliver any 
such notice if any such purchaser is located) , DJT consum- 
mates a sale within 90 days of June 30, 1993 (such 90-day 
period, the "First Period"), of such Claimholder ' s Asset to 
such bona fide purchaser and the proceeds of such sale are 
applied to the repayment of the applicable Deferred Principal 
Obligation and any related Deferred Interest Obligation and 
otherwise in accordance with the provisions of this Agree- 
ment. If DJT determines in good faith that the fair market 
value of such Claimholder ' s Asset is greater than such pro- 
posed consideration, DJT may obtain a second such appraisal 
from another Qualified Appraiser and, in the event that the 
fair market value of such Claimholder's Asset set forth in 
such second appraisal does not reflect a fair market value 
either lower than or within 5% of such proposed considera- 
tion, the two Qualified Appraisers shall designate a third 
Qualified Appraiser whose determination as to the fair market 
value thereof, which shall be based on the appraisals of such 
two other Qualified Appraisers, shall be binding. If the 
fair market value determined by such second or third Quali- 
fied Appraiser is either lover or within 5% of the fair mar- 
ket value as that proposed to be paid by such bona fide pur- 
chaser, DJT shall use his best efforts to consummate such 
sale as promptly as practicable and, in any event, by 
December 31, 1993. If the fair market value determined by 
such third Qualified Appraiser is not either lower or within 
5% of the proposed consideration, DJT shall have an addi- 
tional period of 90 days after the expiration of the First 
Period either to (I) consummate the sale of such 
Claimholder's Asset for an amount not less than the value 
determined by such third Qualified Appraiser or (II) comply 
with all of the provisions of clause (y) above with respect 
to such Claimholder's Asset (as if the date of the appraisal 
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by the third Qualified Appraiser were the date of the Ac- 
celeration Notice) and irrevocably elect in a Banner satis- 
factory to such Claiaholder to cause the Regular Interest 
Payment Date with respect thereto to be a date no later than 
90 days after the end of such First Period (a "Current Pay 
Election") . If DJT shall comply with either clause (I) or 
clause (II) above within such 90-day period after the end of 
the First Period, no Accelerated Maturity Date shall be 
deemed to have occurred with respect to such Deferred 
Principal Obligation and related Deferred Interest Obliga- 
tion. If DJT shall not so comply with either clause (I) or 
clause (II) above within such 90-day period after the end of 
the First Period, an Accelerated Maturity Date with respect 
to such Deferred Principal Obligation and related Deferred 
Interest Obligation shall occur at the end of such 90-day 
period after the end of the First Period. All costs and ex- 
penses of all Qualified Appraisers shall be joint and several 
obligations of the DJT Entities. If any Claimholder shall 
not deliver the notice contemplated by the first sentence of 
this clause ( 2 ) to DJT on or prior to June 30, 1993, DJT 
shall not be entitled to rely on this clause ( 2 ) to avoid the 
occurrence of an Accelerated Maturity Date with respect to 
the Deferred Principal Obligations owed to such Claimholder. 

(iii) No Accelerated Maturity Date (or Accelerated 
Interest Payment Date, if Section 4.1(b) shall be applicable) 
shall occur with respect to the Indebtedness of any Claim- 
holder until the latest date specified in clauses (I) -(IV) 
below: 


(I) June 30, 1993; 

(II) In the event that DJT shall deliver the 
notice specified in Section 3 . 1 (c) ( ii) (x) ( i) above with 
respect to the Indebtedness of such Claimholder, the expira- 
tion of the 60 day period referred to in Section 

3 . 1 (c) (ii) (x) (ii) above; 

(III) In the event such Claimholder shall 
deliver the notice and appraisal provided for in the first 
sentence of Section 3 . 1 (c) (ii) ( 2 ) above, the expiration of 
the First Period; and 

(IV) In the event that DJT shall in good 
faith seek an appraisal from a second Qualified Appraiser as 
provided in the second sentence of Section 3 . 1 (c) (ii) (2) 
above, the expiration of the 90-day period following the 
expiration of the First Period. 
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(iv) Each Claimholder shall promptly deliver to 
the Agent and each other Lender a copy of each notice, ap- 
praisal and other communication between such Claimholder and 
any DJT Entity pursuant to this Section 3.1(c) and shall 
promptly give notice to the Agent and each other Lender of 
the occurrence of any Accelerated Maturity Date or Acceler- 
ated Interest Payment Date. 

(v) Any default by the Obligor in the payment of 
principal on any Deferred Principal Obligation with respect 
to which an Accelerated Maturity Date has occurred shall con- 
stitute an Existing Foreclosure Event; provided , however , 
that the occurrence of any Accelerated Maturity Date with 
respect to any Deferred Principal Obligation (or any related 
Accelerated Interest Payment Date) shall not entitle (except 
as expressly contemplated by Section 2.2(g)) such 
Claimholder, directly or indirectly, to assert or enforce any 
claim in respect of the correlative Existing Debt Obligation 
against DJT (including, without limitation, DJT in his capac- 
ity as an Obligor, a general or limited partner of any 
partnership, a participant in any joint venture, a stock- 
holder, officer or director of a corporation or in any other 
capacity, whether by operation of law or otherwise) or to 
enforce any Contingent Debt Obligation against DJT (includ- 
ing, without limitation, DJT in his capacity as an Obligor, a 
general or limited partner of any partnership, a participant 
in any joint venture, a stockholder, officer or director of a 
corporation or in any other capacity, whether by operation of 
lav or otherwise) , in each case until June 30, 1995 (other 
than as permitted by Article V and the respective Lender's 
Existing Debt Credit Agreements) , and shall not result in an 
Accelerated Maturity Date with respect to any other Deferred 
Principal Obligation, including, without limitation, any 
Contingent Debt Obligation in respect of the Existing Debt 
Obligation represented by the Deferred Principal Obligation 
with respect to which such Accelerated Maturity Date has oc- 
curred. The occurrence of certain Accelerated Maturity Dates 
shall give rise to an Accelerated Interest Payment Date to 
the extent provided in Section 4.1. 

(d) Special Cases , (i) Penn Yards . Notwith- 
standing Section 3.1(c) or anything set forth in Section 4.1 
to the contrary, the Regular Maturity Date and the Regular 
Interest Payment Date for the Penn Yards Loan and the $ 9 mil- 
lion Penn Yards Loan (together, the "Yards Loan") shall be 
June 30, 1993 unless on or after May 1, 1993 but prior to 
June 1, 1993 Yards shall irrevocably elect in a manner satis- 
factory to Chase to pay interest on the Yards Loan on a cur- 
rent basis going forward in which event (A) the Regular 
Maturity Date for the Yards Loan shall be June 30, 1995 and 
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(B) the Yards Loan shall bear interest at the rate provided 
for in the applicable Existing Agreement Amendment . Any 
subsequent default by the Obligor thereof in the payment of 
interest on the Deferred Principal Obligation or the occur- 
rence of any other event of default under the Yards Loan 
shall constitute an Existing Foreclosure Event with respect 
to the premises encumbered by the mortgage securing the Yards 
Loan, but Chase shall not be entitled to assert or enforce 
any deficiency or similar claim in respect of the Yards Loan 
against DJT (including, without limitation, DOT in his capac- 
ity as an Obligor, a general or limited partner of any 
partnership, a participant in any joint venture, a 
stockholder, officer or director of a corporation or in any 
other capacity, whether by operation of law or otherwise) or 
to otherwise enforce any Contingent Debt Obligation against 
DJT (including, without limitation, DJT in his capacity as an 
Obligor, a general or limited partner of any partnership, a 
participant in any joint venture, a stockholder, officer or 
director of a corporation or in any other capacity whether by 
operation of law or otherwise) (other than as expressly set 
forth in Section 2.2(g)) until June 30, 1995. It is hereby 
understood and agreed by the parties to this Agreement that 
the Existing Agreement Amendments relating to the Yards Loan 
do not effect a deferral of the principal and interest with 
respect to the Deferred Principal Obligations relating to the 
Yards Loan but do effect and embody an agreement by Chase to 
forbear, during the period covered by this Agreement and the 
applicable Existing Agreement Amendment, from exercising 
remedies under the Existing Collateral Agreements and Special 
Collateral Agreements relating to the Yards Loan as a result 
of the Obligor's failure to pay principal and interest prior 
to and during the term of this Agreement, subject, however, 
to the terms of the applicable Existing Agreement Amendment. 
Accordingly references in this Agreement to deferral and like 
and similar concepts as they relate to the Yards Loan shall 
be deemed to refer to the forbearance by Chase referenced 
above and reflected in the Existing Agreement Amendments and 
furthermore any acceleration provided for in Article V shall 
with respect to the Yards Loan be deemed to refer to a 
termination of such forbearance. It is hereby further 
understood and agreed by the parties to this Agreement and 
the Existing Agreement Amendments applicable to the Yards 
Loan that any provision thereof relating to the acceleration 
of the Yards Loan as of the Closing Date shall not in and of 
itself effect the applicability of the Prepayment Factor the 
right of any DJT Entity to retain any portion of Residual Net 
Cash Proceeds or Operating Cash Flow to which it would 
otherwise be entitled pursuant to this Agreement or affect or 
expand DJT '8 obligation under his existing guaranty of the 
Penn Yards Loan. 
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(ii) Shuttle . Notwithstanding anything in Sec- 
tion 3.1 to the contrary, the Regular Maturity Date of the 
$9 million note issued by DJT to the Shuttle shall be June 
30, 1995; provided , however , that, if the Deferred Recourse 
Interest Obligations shall be accelerated pursuant to 
Article V, such note shall be payable in accordance with the 
terms thereof; provided , further , however , that, if any of 
the Shuttle Lenders shall realize upon any of their Existing 
Collateral with respect to the Trump Shuttle, Inc., and 
thereby, directly or indirectly, assume control of the 
management and operations of the Trump Shuttle, Inc., such 
Lenders shall not demand any payment or take any other action 
with respect thereto until the first to occur of June 30, 

1995 and the date of acceleration of the Deferred Recourse 
Interest Obligations pursuant to Article V. 

(iii) (A) Mldlantic Letters of Credit . Notwith- 
standing anything in Section 3.1(c) or in Article IV or 
otherwise to the contrary, (I) the expiration date of each of 
the Midlantic Letters of Credit shall be May 16, 1991 in ac- 
cordance with the respective terms thereof, and Midlantic 
shall have no obligation hereunder to extend or renew any of 
the Midlantic Letters of Credit. Subject to Section 2.2(g), 
in the event that any amounts are drawn under any Midlantic 
Letter of Credit, (II) such amounts, and any interest 
thereon, shall be payable by the respective Obligors thereof 
in accordance with the terms thereof (after giving effect to 
the applicable Existing Agreement Amendment), and (III) any 
recourse to DJT personally as account party of such Midlantic 
Letters of Credit or otherwise shall be subject to Section 
2.2(g). Any obligations of DJT to pay any principal under 
the Midlantic Letters of Credit shall constitute Deferred 
Principal Obligations with a Regular Maturity Date of June 
30, 1995 and interest on each such obligation of DJT shall 
constitute Deferred Recourse Interest Obligations with a 
Regular Interest Payment Date of June 30, 1995. 

(B) MlfllantlfirgM&lg- Loan* Notwithstanding anything in 
Section 3.1(c) or Article IV or otherwise to the contrary, 
but subject to Section 2.2(g), the Regular Maturity Date of 
the Midlantic Castle Working Capital Loan shall be June 30, 
1995 and the interest thereon shall be payable currently in 
accordance with the terms thereof (after giving effect to the 
applicable Existing Agreement Amendment). 

(iv) First Fidelity . Notwithstanding anything in 
Section 3.1 or Article IV or otherwise to the contrary, (A) 
subject to Section 2.2(g), any principal of or interest on 
any amounts drawn, whether prior to or after the Closing 
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Date, on any First Fidelity Letter of Credit, shall be pay- 
able in accordance with the terms thereof; and (6) subject to 
Section 2.2(g), the First Fidelity Auto Loans shall be pay- 
able in accordance with their terms. Any obligations of DJT 
(including without limitation, in his capacity as an Obligor, 
a general or limited partner of a partnership, a participant 
in any joint venture, a stockholder, officer or director of a 
corporation or in any other capacity, whether by operation of 
law or otherwise) to pay any principal under the First Fidel- 
ity Letters of Credit or First Fidelity Auto Loan shall be 
subject to Section 2.2(g). 

Unless DJT delivers to First Fidelity on or within 
ten (10) days prior to May 31, 1993, a notice (certified by 
each of the Certifying Persons) certifying that the amount of 
the projected Entity Operating Cash Flow (after the deduction 
for the current debt service on the Taj Mahal Bonds but be- 
fore the deduction for any other debt service) of the Taj 
Mahal (which projections shall be in reasonable detail and 
made in good faith, shall be based on the Entity Operating 
Cash Flow of the Taj Mahal for the twelve-month period im- 
mediately preceding March 31, 1993 and shall accompany such 
notice) is inadequate to satisfy the twelve-month projected 
debt service of the First Fidelity Taj Term Loan then, not- 
withstanding anything in Section 3.1 or Article IV or other- 
wise to the contrary and subject to Section 2.2(g), commenc- 
ing on June 30, 1993, and at all times thereafter during the 
term of this Agreement (a) First Fidelity shall be deemed to 
be a Claimholder listed on Schedule XII with respect to the 
First Fidelity Taj Term Loan, (b) the Existing Collateral 
securing the First Fidelity Taj Term Loan pursuant to First 
Fidelity '8 Existing Collateral Agreement shall be deemed to 
be the Claimholder's Asset of First Fidelity, (c) First 
Fidelity shall be deemed to have given an Acceleration Notice 
to DJT pursuant to Section 3.1(c) (ii), (d) DJT shall be 
deemed to have complied with the provisions of clause (y) of 
Section 3.1(c) (ii) and (e) thereafter the Taj Mahal shall pay 
to Trump Management the semi-annual installments of the 
management fees payable under the Taj Mahal Management Con- 
tract (in order to cover the debt service on the First Fidel- 
ity Taj Term Loan) , on the 16th day of November and May of 
each year during the term of this Agreement, subject to and 
contingent upon the payment of interest and principal, if 
any, due on the day preceding any such installment payment 
date with respect to the Taj Mahal Bonds (and any due and 
unpaid interest and principal amounts accrued to any such 
date) and Trump Management will (and DJT shall cause Trump 
Management to) pay such installment payment funds to First 
Fidelity (it being understood that nothing in this clause 
(iv) (e) shall impair or alter, or affect the right of the Taj 
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Mahal to pay, the obligations of Taj Mahal vith respect to 
any of the Indebtedness of Taj Mahal as of the date hereof 
owing to National Westminster Bank USA or preclude Taj Mahal 
from paying any such Indebtedness) . 

(e) East 61 St. Note . Notwithstanding anything to 
the contrary contained herein, in accordance with the terms 
of a Restructuring Agreement of even date herewith (the Re- 
structuring Agreement 1 *), between DJT and Manufacturers 
Hanover Trust Company ("MHT"), on the Closing Date (as 
defined in the Restructuring Agreement) MHT shall accept, in 
satisfaction of DJT's promissory note to MHT in the aggregate 
principal amount of $23,751,566.42 (the "DJT Note") plus all 
accrued and unpaid interest thereon through the Closing Date, 
the assignment by The East 61 St. Company ("East 61 St.") of 
a promissory note in the aggregate principal amount of 
$24,000,000 (the "East 61 St. Note") and a mortgage securing 
the East 61 St. Note (the "Mortgage") , each representing an 
obligation of the Trump Plaza Owners, Inc. (the "Cooperative") 
in favor of East 61 St. and each of which currently secures 
the DJT Note. In addition, on the Closing Date (as defined 
in ^the Restructuring Agreement) DJT shall deliver to MHT two 
term notes payable on the earlier to occur (the "Termination 
Date") of February 28, 1994 (the maturity date of the East 61 
St. Note) or such earlier date on which MHT releases the East 
61 St. Note and the Mortgage in connection with the pre- 
payment, sale, assignment, foreclosure or other disposition 
thereof. One such term note (the "Interest Note") shall 
evidence DJT's obligation to MHT with respect to (a) the 
amount, if any, by which, (i) the sum of the outstanding 
principal balance of the DJT Note plus all accrued and unpaid 
interest thereon through the Closing Date (as defined in the 
Restructuring Agreement) shall exceed (ii) $24,000,000; and 
(b) payment on a monthly basis to and including the Termina- 
tion Date of the amount, if any, by which the amount of 
interest that would have been payable under the DJT Note 
shall exceed the lesser amount of Interest that will be pay- 
able under the East 61 St. Note (the "Interest Dif- 
ferential") . The second term note (the "Term Loan Note") 
shall evidence DJT's obligation with respect to (a) a series 
of term loans to be made by MHT to DJT on a monthly basis 
during the period when the Initial Business Plan shall be in 
effect in each case in the principal amount of $70,000, all 
in accordance with the terms and subject to the conditions 
set forth in the Restructuring Agreement; and (b) the amount, 
if any, by which, (i) $24,000,000 shall exceed (ii) the 
amount realized by MHT on account of the East 61 St. Note and 
the Mortgage upon any prepayment, foreclosure, sale, assign- 
ment or other disposition thereof. Pursuant to the 
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Restructuring Agreement, amounts outstanding under the Inter- 
est Note and interest accrued on the Term Loan Note shall 
constitute Deferred Recourse Interest Obligations hereunder, 
and the principal amount outstanding under the Term Loan Note 
shall constitute Deferred Principal Obligations which are 
Covered Debt Obligations hereunder; provided , however , that 
the Interest Differential shall not be calculated for any 
period from and after the Termination Date; provided , 
further , however that amounts outstanding under the East 61 
St. Note shall in no way be subject to any provision of this 
Agreement other than this Section 3.1(e); provided , however , 
that' the Term Loan Note and the Interest Note shall be 
subject to Section 2.2(g). 

(f) Nothing contained in paragraphs (c) through 
(e) of this Section 3.1 shall apply to the Palm Beach Debt 
Obligations. The maturity of the Palm Beach Debt Obligations 
is amended solely as provided in the Existing Amendment 
Agreement for the Palm Beach Credit Agreement. 

SECTION 3.2 Application of Capital Event Proceeds 
and QperatincL Cash. Flow, to, Existing -Debt Obligations . 

(a) Allocation Prior to Allocation to New Credit 
Facility . Except with respect to any Existing Debt Obliga- 
tion for which prepayment provisions are specifically set 
forth in this Section 3.2 or on Schedule VIII, Net Cash 
Proceeds arising as a result of a Capital Event shall be paid 
(without limiting any additional requirement contained 
therein with respect to such Capital Event) in the manner and 
to the extent required by the Existing Debt Credit Agreements 
and the Existing Collateral Agreements, each as amended by 
the applicable Existing Agreement Amendment, as in effect as 
of the Closing Date, in accordance with the respective 
priorities set forth therein, except as expressly provided 
herein. Any Net Cash Proceeds arising in respect of any 
Capital Event remaining after any payments required pursuant 
to the immediately preceding sentence shall be referred to 
herein as the "Special Net Cash Proceeds." Upon receipt, 
directly or indirectly, by any DJT Entity, or any other Af- 
filiate of DJT, of any Special Net Cash Proceeds, DJT shall 
prepay, or cause to be prepaid, by delivery thereof to the 
Agent (or, in the case of the Alexander's Loan, the Princess 
Loan, the $10 million Princess Loan, the Mar-a-Lago Loan, the 
Plaza Junior, the Shuttle Junior and the Trump Palace Loan, 
to the respective Lenders thereunder) , whether or not then 
due and payable any Existing Debt Obligation for which 
prepayment provisions are specifically set forth in this Sec- 
tion 3.2 or on Schedule VIII in the order of priority and as 
otherwise provided in this Section 3.2 and on such Schedule 
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VIII . Any OJT Entity which receives any Net Cash Proceeds 
shall hold the same in trust for the benefit of the Lender or 
Lenders entitled thereto and such DJT Entity will deliver the 
same to such Lender or Lenders or the Agent, as the case may 
be, in the form received, with only such endorsements as may 
be required. Intercompany Notes shall be prepaid from Net 
Cash Proceeds arising as a result of a Capital Event with 
respect to the Obligor thereof or its assets to the extent 
provided in Article XI and Schedule VIII. DJT shall give the 
Agent ten days' prior notice of the consummation of any 
Capital Event and shall cause any Net Cash Proceeds arising 
as a result thereof to be delivered to the Agent for 
distribution, or to the Lender entitled thereto, pursuant to 
any Existing Debt Credit Agreement or this Agreement to the 
extent required to be so distributed pursuant to Section 3.2 
or Schedule VIII. 

(i) Allocation Among Lenders . Notwithstanding the 
terms and conditions of any Existing Collateral Agreement, 
Special Collateral Agreement or Collateral Agreement or the 
order of creation or perfection of any Liens thereunder, any 
Special Net Cash Proceeds from any Capital Event in respect 
of any Equity Interest (including, without limitation, any 
proceeds thereof or rights therein, including, without 
limitation, any distributions therefrom) in, or asset of, any 
property specified on Schedule VIII (as applicable, the 
"Covered Property") shall, subject to Section 3.2(a) (ii), be 
applied to prepay then outstanding amounts of Existing Debt 
Obligations in the order of priority specified on the 
schedule included in Schedule VIII with respect to such 
Covered Property. Unless expressly indicated to the contrary 
on Schedule VIII, Special Net Cash Proceeds (and, in the case 
of Covered Debt Obligations, Net Cash Proceeds) shall be ap- 
plied first to the prepayment of principal, next to the 
prepayment of interest and then to the prepayment of any 
remaining Existing Debt Obligations. For purposes of this 
Article III, whenever any reference is made to the prepayment 
of interest, the amount to be so prepaid shall Include, 
without limitation, all amounts accrued both before and after 
the commencement of a case against any Obligor as debtor 
under any chapter of the Bankruptcy Code. 

(ii) Certain Exceptions . (x) Notwithstanding the 
foregoing, but subject to Section 3.8: 

(A) any Special Net Cash Proceeds (calculated 
pursuant to Section 3 .2 (b) (ii) (C) ) arising as a result 
of a Capital Event relating to the Plaza Casino shall be 
allocated to the prepayment of the NatWest Letters of 
Credit and NatWest Notes (without duplication) (until 
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there are no outstanding Covered Debt Obligations in 
respect thereof) in the priority set forth in the ap- 
plicable schedule of Schedule VIII in an amount equal to 
the lesser of (x) $20,000,000, or so much thereof as may 
then be outstanding as provided in the applicable Exist- 
ing Agreement Amendment, plus the then outstanding 
amount of any related Deferred Recourse Interest Obliga- 
tion (less any amount previously applied pursuant to 
this Agreement) , giving effect to any applicable Prepay- 
ment Factor, and (y) the product of (I) the amount of 
the applicable Special Net Cash Proceeds and (II) the 
applicable Adjustment Factor; 

(8) any Special Net Cash Proceeds (calculated 
pursuant to Section 3 . 2 (b) (ii) (C) ) arising as a result 
of a Capital Event relating to the Castle shall be al- 
located to the prepayment of the Midlantic Castle Work- 
ing Capital Loan (until there are no outstanding Exist- 
ing Debt Obligations in respect thereof) in the priority 
set forth in the applicable schedule of Schedule VIII in 
an amount equal to the lesser of (x) $13,000,000 (less 
any amount previously applied pursuant to this Agree- 
ment) and (y) the product of (I) the amount of the ap- 
plicable Special Net Cash Proceeds and (II) the ap- 
plicable Adjustment Factor. 

The term Adjustment Factor" shall mean, (I) in the case of 
any transaction specified in clause (a) or clause (b) of the 
definition of Casino Equity Sale, the percentage (calculated 
pursuant to Section 3 . 2 (b) (ii) (A) (I) , 3 .2 (b) (ii) (C) and 
3 . 2 (b) (ii) (E) ) of the then outstanding Equity Interests of 
the applicable Casino Entity represented by the Equity 
Interests of such Casino Entity sold in the applicable 
Capital Event, (II) in the case of any transaction specified 
in clause (c) of the definition of Casino Equity Sale (x) 
involving the sale of all or substantially all the assets of 
the applicable Casino Entity, 100%, and (y) involving the 
sale of less than all or substantially all the assets of the 
applicable Casino Entity, 50%, and (III) in the case of any 
other Capital Event involving the applicable Casino Entity, 
100 %. 


(C) any Special Net Cash Proceeds arising as a 
result of any lease of residential condominium units by Trump 
Palace shall be allocated to prepay the Covered Debt Obliga- 
tions of the Trump Palace Loan and then to any remaining 
Existing Debt Obligations in respect thereof in accordance 
with the terms thereof (it being understood and agreed by the 
parties hereto that nothing in this Agreement shall be deemed 
to amend or waive any provision of the Trump Palace Loan 
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vhich restricts any lease of residential condominium units by 
Trump Palace) ; 

(D) in the event of a Capital Event involving the 
Princess, if the Special Net Cash Proceeds therefrom equals 
or exceeds $45,000,000 (it being understood that, for 
purposes of calculating such amount, such Special Net Cash 
Proceeds shall not be reduced by any payments to Boston Safe 
Deposit and Trust Company in respect of any Indebtedness 
secured by a Lien in the Princess) , any excess, up to 
$2,000,000 of such Special Net Cash Proceeds shall be al- 
located to the prepayment of the Mar-A-Lago Loan; 

(y) Upon the occurrence of any Capital Event 
relating to the Taj Mahal, the applicable Special Net Cash 
Proceeds shall be distributed as follows: 

(1) First Fidelity shall receive proceeds of up to 
$50,000,000 (the "First Tranche") thereof to be applied to 
the Deferred Principal of the First Fidelity Taj Term Loan. 

(2) First Fidelity shall receive 50% of the bal- 
ance of such Special Net Cash Proceeds, if any (the "Second 
Tranche"), to be applied first to the Deferred Principal of_ 
the First Fidelity Taj Term Loan and second to the Deferred^ 
Interest on the First Fidelity Taj Term Loan (after giving 
effect to any applicable Prepayment Factor) . 

(3) If after giving effect to clause (2) above, 
the entire Deferred Principal and Deferred Interest on the 
First Fidelity Taj Term Loan are paid in full, then the bal- 
ance of the Special Net Cash Proceeds shall be paid to the 
Agent to be paid or applied in accordance with Section 
3.2(a) (iii) of this Agreement. 

(4) If after giving effect to clause (2) above, 
there remains outstanding Deferred Principal or Deferred 
Interest on the First Fidelity Taj Term Loan, First Fidelity 
shall receive the balance of such proceeds, if any (the 
"Third Tranche") , to be applied first to the balance of the 
Deferred Principal of the First Fidelity Taj Term Loan and 
second to the Deferred Interest on the First Fidelity Taj 
Term Loan (after giving effect to any applicable Prepayment 
Factor) . 


(5) If after giving effect to clause (4) above, 
the entire Deferred Principal and Deferred Interest on the 
First Fidelity Taj Term Loan are paid in full, then the bal- 
ance of the Third Tranche shall be paid to the Agent and ap- 
plied by the Agent pursuant to Section 3.2(a) (iii). 
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(6) If after (a) the occurrence of the final 
maturity of the Hew Credit Facility (whether by scheduled 
maturity, by acceleration or otherwise) and (b) the enforce* 
ment of all material remedies for the repayment of the Hew 
Credit Facility reasonably available to the agent under the 
Hew Credit Facility, including, without limitation, the 
practical realization upon all or substantially all col- 
lateral for the Hew Credit Facility, there remains any unpaid 
balance of the Hew Credit Facility, First Fidelity shall 
indemnify the agent under the Hew Credit Facility for the 
ratable benefit of the banks party to the Hew Credit Facility 
in an amount equal to the lesser of (i) such deficiency or 
(ii) the amount actually applied by First Fidelity to the 
payment of the principal of and accrued and unpaid interest 
on the First Fidelity Taj Term Loan from the Third Tranche 
pursuant to clause (4) above and not required to be repaid by 
First Fidelity as a result of any case under the Bankruptcy 
Code against Taj Mahal or DJT as debtor under any preference 
or similar theory? provided that, in the event that any 
amount applied by First Fidelity to the payment of the First 
Fidelity Taj Term Loan shall thereafter be required to be so 
repaid, the banks party to the Hew Credit Facility shall 
reimburse First Fidelity therefor up to the amount paid by 
First Fidelity to the agent under the Hew Credit Facility 
pursuant to this clause (6) . 

In the event that more than one Capital Event involving the 
Taj Mahal shall occur, credit for any prior allocations 
pursuant to this Section shall be given in any subsequent 
allocation. 

(ill) All0.SAtlga...tQ,.H & H Cr.fidlt.-f ag ility « In the 

case of any Capital Event, after application as provided 
pursuant to the foregoing provisions of this Section 3.2(a), 
until either the Hew Money Termination Event or the satisfac- 
tion of the Collateralization Condition, the Agent (or other 
Lenders, as the case may be) shall deliver any remaining 
Special Het Cash Proceeds to the agent under the Hew Credit 
Facility for the pro rata payment or collateralization of the 
obligations to the banks under the Hew Credit Facility in 
accordance with the terms thereof. Any remaining Het Cash 
Proceeds not required to be so allocated and any Het Cash 
Proceeds remaining after application pursuant to the terms of 
the Hew Credit Facility shall be allocated pursuant to Sec- 
tion 3.2(b) and Section 3.3. 

(b) Allocation of Residual Het Cash Proceeds After 
Allocation to Hew Credit, Facility - Allocation Between Lend- 
ers and DJT Entitles . The provisions of this Section 3.2(b) 
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shall govern the allocation of the amount (the "Residual Net 
Cash Proceeds") of any Special Net Cash Proceeds remaining 
after application thereof pursuant to Section 3.2(a), 

Schedule VIII or pursuant' to the New Credit Facility; 
provided , however . that, prior to the occurrence of the New 
Money Termination Event or the satisfaction of the 
Collateralization Condition, no amount shall be allocable to 
DJT or any other DJT Entity and 100% of any Residual Net cash 
Proceeds shall be allocated to repay the Covered Debt Obliga- 
tions pursuant to Section 3.3. The provisions of Section 3.3 
shall govern allocation of such amounts among the Lenders. 

(i) Casino Equity Sales . Any Residual Net Cash 
Proceeds of any Casino Equity Sale shall be utilized to 
prepay the Covered Debt Obligations as follows: 

(A) subject to clause (D) below, if, (x) as of the 
consummation of such Casino Equity Sale, less than 
$625,000,000 of the Covered Debt Obligations shall have 
been prepaid, and (y) as of the consummation of such 
Casino Equity Sale, less than 20% of the Equity Interests 
of the Casino Entity or Casino Entities that are the 
subject of the Casino Equity Sale outstanding at the time 
of such Casino Equity Sale (calculated as provided in 
Section 3.2(b) (ii)) shall have been the subject of a 
Casino Equity Sale (in one transaction or a series of 
transactions, whether or not related, including such 
Casino Equity Sale) , an amount equal to 50% of the 
Residual Net Cash Proceeds of such Casino Equity Sale 
shall be utilized to prepay the Covered Debt Obligations 
on the date of such sale; 

(B) subject to clause (D) below, if, (x) as of the 
consummation of such Casino Equity Sale, less than 
$625,000,000 of the Covered Debt Obligation shall have 
been prepaid, and (y) as of the date of consummation of 
such Casino Equity Sale, 20% or more of the Equity 
Interests of the Casino Entity or Casino Entities that 
are the subject of the Casino Equity Sale outstanding at 
the time of such Casino Equity Sale shall have been the 
subject of a Casino Equity Sale (in one transaction or 
series of transactions, whether or not related, including 
such Casino Equity Sale) , then an amount equal to the sum 
of the amounts determined pursuant to clauses (I) and 
(II) below shall be utilized to prepay the Covered Debt 
Obligations on the date of such sale: 

(I) 50% of the product of (A) the amount of such 

Residual Net Cash Proceeds and (B) the Ap- 
plicable Percentage; 
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(II) 90% of the excess of (A) such Residual Net 

Cash Proceeds over (B) the product of (X) the 
amount of such Residual Net Cash Proceeds and 
(Y) the Applicable Percentage. 

The term "Applicable Percentage" shall mean the fraction, the 
numerator of which is .2 and the denominator of which is the 
percentage of the then outstanding Equity Interests of such 
Casino Entity which, as of the date of consummation of such 
Casino Equity Sale, have been sold or otherwise disposed of 
in one or more Casino Equity Sales with respect to such 
Casino Entity (including such Casino Equity Sale) (expressed 
as a decimal) ; 

« 

(C) if, as of the consummation of such Casino 
Equity Sale, $625,000,000 or more of the Covered Debt 
Obligations shall have been prepaid, then an amount equal 
to 50% of the Residual Net Cash Proceeds of such Casino 
Equity Sale shall be utilized to prepay the Covered Debt 
Obligations on the date of such sale; and 

(D) notwithstanding clauses (A) and (B) above, but 
subject to clause (C) above, (i) if, as of the date of 
consummation of such Casino Equity Sale, the aggregate 
Residual Net Cash Proceeds of all Casino Equity Sales 
(including the subject Casino Equity Sale) shall exceed 
$100,000,000, any Residual Net Cash Proceeds in excess of 
such amount shall be utilized to prepay the Covered Debt 
Obligations in an amount equal to 90% of such excess 
Residual Net Cash Proceeds on the date of such sale or 
(ii) to the extent the applicable Casino Equity Sale 
involves any refinancing, directly or indirectly, of any 
Indebtedness of any Casino Entity or the sale of any of 
the assets of any Casino Entity, an amount equal to 82% 
of the Residual Net Cash Proceeds arising therefrom shall 
be utilized to prepay the Covered Debt Obligations on the 
date of such sale. 

Notwithstanding the foregoing, (x) if application of any por- 
tion of the Residual Net Cash Proceeds of any Casino Equity 
Sale would cause the condition specified in clause (D) (i) 
above to be satisfied, the applicable Residual Net Cash 
Proceeds shall be applied without giving effect to such 
clause (D) (i) until such condition shall so be satisfied and 
shall thereafter be applied pursuant to such clause (D) (i) or 
(y) it application of any portion of the Net Cash Proceeds of 
any Casino Equity Sale would cause $625,000,000 or more of 
the Covered Debt Obligations to be prepaid, the applicable 
Residual Net Cash Proceeds shall be applied without giving 
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effect to clause (C) above until such condition shall so be 
satisfied and shall thereafter be applied pursuant to such 
clause (C) . 

If there shall occur any related series of Casino Equity 
Sales which, if consummated as a single Casino Equity Sale, 
would have resulted in a greater amount of the aggregate 
Residual Net Cash Proceeds from such related Casino Equity 
Sales being applied to the prepayment of the Covered Debt 
Obligations, the DJT Entities shall cause such greater amount 
to be so applied. If there shall occur any Casino Equity 
Sale involving more than one Casino Entity which, if consum- 
mated as separate Casino Equity Sales would have resulted in 
a greater amount of the aggregate Residual Net Cash Proceeds 
thereof being applied to the prepayment of the Covered Debt 
Obligations, the DJT Entities shall cause such greater amount 
to be so applied. 

(ii) Calculating . of - E srsaatagg, of Equit y J Said « 

(A) For purposes of this Section 3.2, whenever a determina- 
tion is required to be made as to what percentage of the then 
outstanding Equity Interests in any Casino Entity have been 
sold or otherwise disposed of in one or more Casino Equity 
Sales, such percentage shall be equal to the greater of the 
following: 


(I) the percentage of the rights of all then 
outstanding Equity Interests in such Casino Entity to 
receive any dividends, distributions or other payments 
at any time or from time to time (whether upon any 
voluntary or involuntary liquidation, dissolution or 
winding up or otherwise) represented by the Equity 
Interests in such Casino Entity which have been so sold 
or otherwise disposed of (Including the interests issued 
in connection with the applicable Casino Equity Sale) ; 
and 


(II) in the event that (after giving effect to 
the applicable casino Equity Sale) DJT shall no longer 
control, directly or indirectly, such Casino Entity, the 
percentage of the power to vote in the election of 
directors (or to otherwise influence, direct or control 
the operations or management) of such Casino Entity of 
all then outstanding Equity Interests in such Casino 
Entity represented by the Equity Interests in such 
Casino Entity which have been so sold or otherwise 
disposed-of (including the interests issued in connec- 
tion with the applicable Casino Equity Sale) . For 
purposes of this Clause (II), DJT shall not be deemed to 
control, directly or indirectly, any Casino Entity 
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solely as a result of any contract or similar arrange- 
ment. 


(B) In making any such determination, if any 
of the rights specified in clause (I) or (II) above 
vould be satisfied only upon the passage of time, the 
exercise of any right (whether or not any additional 
payment, or the surrender, conversion or exchange of any 
security, is required in connection therewith) , the oc- 
currence (or failure to occur) of any event, or the 
satisfaction (or failure to be satisfied) of any other 
condition (any such passage of time, exercise, payment, 
surrender, conversion, exchange, occurrence (or failure 
to occur) or satisfaction (or failure to be satisfied) , 

a "Trigger Event"), each and every such Trigger Event 
shall be deemed to have occurred (or to have failed to 
occur, as the case may be) , but only with respect to the 
Equity Interests which have been so sold or otherwise 
transferred. All such calculations of Equity Interests 
outstanding as of any time shall be made after giving 
effect to the issuance of any securities in connection 
with the Casino Equity Sale with respect to which the 
determination has been made. 

(C) In the event that more than one Casino 
Entity is included in any Casino Equity Sale, the 
Special Net Cash Proceeds and Residual Net Cash Proceeds 
arising therefrom shall be allocated among each such 
Casino Entity by a Qualified Appraiser selected by the 
Agent and each Lender whose prepayment would be affected 
thereby (other than as a result of such Lender's pro 
rata entitlement pursuant to Section 3.3) (the costs and 
expenses of which shall be the joint and several obliga- 
tions of the DJT Entities) taking into account the 
relative fair market value of the Casino Entities 
covered thereby and the interests of each included in 
such Casino Equity Sale. 

(D) In the event that more than one Casino 
Entity is included in any casino Equity Sale, 20% or 
more of the Equity Interests of such Casino Entities 
shall be deemed to have been the subject of such Casino 
Equity Sale (and therefore the provisions of Section 
3.2(b) (i) (B) shall apply) if the amount equal to (x) the 
aggregate Net Cash Proceeds of such Casino Equity Sales 
divided by (y) the sum of the Gross Amount of each 
Casino Entity which is the subject of such Casino Equity 
Sale is equal to or greater than .2. The term "Gross 
Amount" of any such Casino Entity shall mean the ratio 
of the Net Cash Proceeds allocable to such Casino Entity 
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to the percentage of the then outstanding Equity 
Interests of such Casino Entity which are the subject of 
such Casino Equity Sale (determined in accordance with 
clauses (A) and (B) fcbove) . If less than 20% of the 
Equity Interests of such Casino Entities shall be so 
deemed to have been the subject of such Casino Equity 
Sale, the provisions of clause (C) above shall apply in 
the determination of the percentage of the Equity 
Interests so sold for purposes of Section 3.2(b)(1)(B). 
If 20% or more of such Equity Interests shall so be 
deemed to have been the subject of such Casino Equity 
Sale, a percentage equal to (x) the aggregate Net Cash 
Proceeds of such Casino Equity Sales divided by (y) the 
sum of the Gross Amount of each Casino Entity which is 
the subject of such Casino Equity Sale shall be deemed 
to be the percentage of the Equity Interests so sold for 
purposes of Section 3.2(b)(1)(B). 

(E) In the event of any bona fide dispute as to 
the calculation of any amount hereunder, any provision may be 
interpreted and any ambiguity resolved with the consent of 
the Required Lenders (and of each Lender whose prepayment 
would be affected thereby (other than as a result of such 
Lender's pro rata entitlement pursuant to Section 3.3)). 

(iii) Facility Fee . (A) Until the Determination 
Date shall occur, an amount equal to 10% of any Residual Net 
Cash Proceeds of any Capital Event with respect to any Casino 
Entity or other Casino Equity Sale not otherwise allocated to 
the prepayment of the Covered Debt Obligations (whether 
because DJT is entitled to retain such Residual Net Cash 
Proceeds or because there are not then outstanding Covered 
Debt Obligations or otherwise) pursuant to this Section 
3.2(b) shall be paid to the Lenders as specified herein as a 
deferred facility fee (the "Facility Fee") on the date of 
such sale. 


(B) In the event that any DJT Entity shall 
beneficially own, directly- or indirectly, any Equity 
Interests in any Casino Entity on the first to occur of the 
repayment in full of all Existing Debt Obligations and June 
30, 1995 (such earlier date, the "Determination Date"), DJT 
shall pay or deliver to the Agent for the benefit of each 
Lender as specified herein, not later than 30 days after the 
Determination Date, at his option, either (x) an amount in 
cash equal to the product of (I) 10% of the sum of the Ap- 
praised Amounts of each such Casino Entity, calculated as of 
the Determination Date, and (II) a fraction, the numerator of 
which is the Facility Fee Share of such Lender as of such 
date and the denominator of which is the sum of the Facility 
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Fee Shares of all Lenders as of such date, or (y) a 5-year 
note, bearing interest at the Federal Funds Rate, payable 
quarterly, with collateralization teryia reasonably acceptable 
to the Lenders, in the aggregate principal amount equal to 
the amount calculated pursuant to clause (x) above. For 
purposes of this Agreement, the term "Facility Fee Share" of 
any Lender as of any time shall mean the sum of (x) the ag- 
gregate outstanding amount as of such time of all Deferred 
Interest Obligations of such Lender which are at any time 
subject to prepayment at a discount pursuant to Section 
4.1(e) and which have a Regular Interest Payment Date of no 
earlier than June 30, 1993 and (y) the aggregate amounts of 
such Deferred Interest Obligations (whether or not then 
outstanding or prepaid in full) which were paid or prepaid 
prior to the time of determination; provided , however , that, 
in calculating such amount the amount shall include any pay- 
ments or prepayments, deemed to have been made as a result of 
any applicable Prepayment Factor. 

The term "Appraised Amount" with respect to any Casino Entity 
shall mean the amount determined by multiplying (A) the 
percentage of the equity then beneficially owned, directly or 
indirectly, by DJT in such Casino Entity by (B) the amount 
determined by a Qualified Appraiser (whose costs and expenses 
shall be the joint and several obligations of the DJT Enti- 
ties) and, in the event of a dispute, the amount determined 
in accordance with the procedures set forth in Section 
3 . 1 (c) ( ii) (z) , as the fair market value of all then outstand- 
ing Equity Interests in such Casino Entity (regardless of the 
owner thereof) , without taking into account any reduction in 
value resulting from the existence of any Lien on such Equity 
Interests (or proceeds thereof or distributions therefrom) ; 
and subtracting from such product the sum of the following 
items, calculated as if such remaining Equity Interests 
beneficially owned, directly or indirectly, by DJT were sold 
in a single transaction as of the Determination Date: 

(a) reasonable and customary transaction costs; 

(b) an amount equal to the federal income tax li- 
ability of DJT as a result thereof, calculated 
at the applicable federal rate for 
individuals, after deducting for any tax at- 
tributes which were available as of the begin- 
ning of such tax year; and 

(c) an amount equal to the amount of the Covered 
Debt Obligations outstanding as of the 
Determination Date. 
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(iv) other^Capital Events . Any Residual Hst Cash 
Proceeds of any Capital Event (other than a Casino Equity 
Sale) shall be utilized to prepay on the date of such sale 
the Covered Debt Obligations in an amount equal to 50% of 
such Residual Ret Cash Proceeds. 

(c) Deferred Consideration . Upon receipt by DJT 
or any Affiliate of DJT (or the Agent, as the case may be) of 
any deferred cash payment (whether as principal, interest, 
dividends, other distributions or otherwise) pursuant to any 
note, receivable, other security or otherwise constituting 
Net Cash Proceeds or Residual Net Cash Proceeds of any 
Capital Event, DJT shall prepay, or cause to be prepaid, by 
delivery of the applicable portion of such amount to the 
Agent, the Covered Debt Obligations. Such amounts shall be 
allocated pursuant to this Article III among the Lenders and 
the DJT Entities, on the one hand, and among the Lenders, on 
the other, as if such cash constituted Net Cash Proceeds 
received pursuant to a Capital Event as of the date of the 
receipt thereof by any DJT Entity (or the Agent, as the case 
may be) . 


(d) Certificate . Concurrently with the making of 
any prepayment pursuant to this Section 3.2, DJT shall de- 
liver to the Agent a certificate, in form and substance 
reasonably acceptable to the Agent and the Required Lenders, 
certified by each of the Certifying Persons, demonstrating 
the derivation of Net Cash Proceeds, Special Net Cash 
Proceeds and Residual Net Cash Proceeds from the gross sales 
price of any correlative Capital Event and in form and 
substance reasonably satisfactory to the Required Lenders. 

(e) DJT Utilization . DJT agrees that, to the 
extent that any Net Cash Proceeds of any Capital Event or any 
Operating Cash Plow are entitled to be retained by any DJT 
Entity pursuant to this Section 3.2, DJT shall utilize such 
amounts for the payment of taxes, proper business purposes in 
connection with the DJT Entities' existing major business 
operations or pursuant to Section 3.4. DJT shall promptly 
advise the Lenders in writing as to the use of any such 
proceeds. 


(f) Operating Cash Flow . On or before February 1, 
May 1, August 1 and November 1 in each calendar year, DJT 
shall prepay or cause to be prepaid the Covered Debt Obliga- 
tions in an amount equal to 50% of the Operating Cash Plow 
for the prior calendar quarter; provided , however , that no 
such amount shall be payable in respect of any calendar 
quarter (or portion thereof, as the case may be) prior to the 
first to occur of (i) the New Money Termination Event and 
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(ii) the date of satisfaction of the collateralization Condi* 
tion. Concurrently with the making of each such payment, DJT 
shall deliver to the Agent a certificate, in form and 
substance reasonably acceptable to the Agent and the Required 
Lenders, certified by each of the Certifying Persons, detail- 
ing the calculation of Operating Cash Flow of such Person for 
such period and in form and substance reasonably satisfactory 
to the Required Lenders. In the event that any interest 
earned on any Cash Collateral (as defined in the New Credit 
Facility) shall be delivered to the Agent pursuant to Section 
2.08(b) (iv) of the New Credit Facility, the Agent shall 
distribute such amount as if it vere Operating Cash Flow 
hereunder. 


(g) Adjustments After Default. Notwithstanding 
anything in this Agreement to the contrary, in the event that 
any Uniform Event of Default or any Event of Default (as 
defined in the New Credit Facility) shall occur and be 
continuing, or in the event that a Capital Event with respect 
to any Covered Property arises in connection with, or fol- 
lows, the exercise of any Foreclosure Right, or the occur- 
rence of any Foreclosure Event, in either event, with respect 
to such Covered Property, any portion of Net Cash Proceeds, 
Special Net Cash Proceeds or Residual Net Cash Proceeds, as 
the case may be, of any Capital Event with respect to such 
Covered Property and any portion of Operating Cash Flow which 
any DJT Entity is not required to apply to the prepayment of 
the Existing Debt Obligations but is permitted hereunder to 
retain shall nonetheless be paid to the Agent and applied in 
accordance with the provisions of Section 3.3. 

(h) No Disgorgement . Notwithstanding anything to 
the contrary contained in Section 3.2(a) or in any schedule 
included in Schedule VIII or otherwise in this Agreement, (i) 
in the event that any Lien of any Lender in any Existing Col- 
lateral shall be invalid or unenforceable or otherwise is 
avoided for any reason, no Lender entitled to any distribu- 
tion of Net Cash Proceeds or Special Net Cash Proceeds in 
respect of a Capital Event relating to such Existing Col- 
lateral having a priority of distribution as set forth in 
this Section 3.2 or on the applicable schedule included in 
Schedule VIII either higher than or lower than such affected 
Lender shall be required to pay over or otherwise disgorge to 
such affected Lender any distribution of Net Cash Proceeds or 
Special Net Cash Proceeds received by such Lender in respect 
of such Capital Event or any other amounts in respect 
thereof, (ii) in the event that any Lien of any Lender in any 
Special Collateral shall be avoided pursuant to Section 547, 
548 or 544 (in respect of applicable state fraudulent convey- 
ance laws only) of the Bankruptcy Code or pursuant to any 
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state fraudulent conveyance lavs, no Lender entitled to any 
distribution of Net Cash Proceeds or Special Net Cash 
Proceeds in respect of a Capital Event relating to such 
Special Collateral having a priority of distribution as set 
forth in this Section 3.2 or on the applicable schedule 
included in Schedule VIII either higher or lover than such 
affected Lender shall be required to pay over or otherwise 
disgorge to such affected Lender any distribution of Net Cash 
Proceeds or Special Net Cash Proceeds received by such Lender 
in respect of such Capital Event or any other amounts in 
respect thereof and (iii) in the event that any Lien of any 
Lender in any Special Collateral shall be invalid or 
unenforceable or othervise is avoided for any reason, other 
than as described in clause (ii) above or pursuant to Section 
510 (c) of the Bankruptcy Code, the agent under the Nev Credit 
Facility (or, if distributions of Special Net Cash Proceeds 
to the banks under the Nev Credit Facility shall have 
theretofore been made by such agent in respect of a Capital 
Event relating to such Special Collateral, such banks) shall 
be required to pay over and disgorge to such affected Lender 
a portion (but not more than all) of the Net Cash Proceeds 
received by such agent or banks in respect of such Capital 
Event equal to the Special Net Cash Proceeds that such af- 
fected Lender would have been entitled to receive in the 
absence of such invalidity, unenforceability or avoidance 
(net of any available recoveries under any applicable title 
insurance policy) . In the event that any Lien of any Lender 
in any Special Collateral shall be invalid or unenforceable 
or othervise is avoided for any reason (other than pursuant 
to Section 510(c) of the Bankruptcy Code) and such Lien is 
preserved directly or indirectly for the benefit of DJT or 
any of his Affiliates pursuant to Section 551 of the 
Bankruptcy Code or the benefits of such Lien are othervise 
received by DJT or any of his Affiliates, an amount equal to 
the amount received by each Lender from DJT or any of his 
Affiliates attributable to, or othervise on account of such 
preserved Lien or benefits received (but not, in the ag- 
gregate, in excess of the amount of Net Cash Proceeds that 
such affected Lender would have been entitled to receive in 
the absence of such invalidity, unenforceability or avoid- 
ance, net of any available recoveries under any applicable 
title insurance policy) , shall be paid by each such Lender to 
(x) the agent under the Nev Credit Facility for the benefit 
of the banks thereunder (in the case of any avoidance pursu- 
ant to Section 547, 548 or 544 (in respect of applicable 
state fraudulent conveyance lavs only) of the Bankruptcy Code 
or pursuant to any state fraudulent conveyance lavs) , or (y) 
the Lender whose Lien is invalid or unenforceable or 
othervise is avoided (in the case of any invalidity, 
unenforceability or avoidance, other than as described in 
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clause (x) above or pursuant to Section 510(c) of the 
Bankruptcy Code) . This provision shall not be amended 
without the written consent of all the Banks (as defined in 
the New Credit Facility). Nothing contained in this Section 
3.2(h) shall impair or restrict the provisions of the proviso 
to Section 3 .2 (a) (ii) (y) (6) . 

section 3 . 3 Allocation Residual itet £ash Pro- 
ceeds Among Lenders , (a) Capital Events . Notwithstanding 
the terms and conditions of any Existing Collateral Agree-* 
ment, Special Collateral Agreement or Collateral Agreement or 
the order of creation or perfection of any Liens thereunder, 
any Residual Net Cash Proceeds which are required to be uti- 
lized to prepay the Covered Debt Obligations pursuant to Sec- 
tion 3.2(b) shall be allocated first to the payment of all 
amounts owed to the Agent or the Collateral Agent under Sec- 
tion 12.4 to the extent arising in connection with the 
exercise of Foreclosure Rights in respect of any Capital 
Event and then shall be allocated among the Lenders holding 
Covered Debt Obligations, whether or not then due and payable 
(with no payment made or allocated in respect of any Existing 
Debt Obligation which is not a Covered Debt Obligation) , as 
follows: 


(i) Until there is no outstanding Deferred 
Principal of any Covered Debt Obligation of any Lender, 
each Lender shall be allocated an amount equal to the 
product of (x) the amount of such Residual Net Cash 
Proceeds allocated to the prepayment of the Covered Debt 
Obligations pursuant to Section 3.2(b) and (y) a frac- 
tion, the numerator of which is the amount of such 
Lender's Principal Deficiency Claim immediately prior to 
its receipt of such prepayment and the denominator of 
which is the sum of the Principal Deficiency Claims of 
all the Lenders immediately prior to their receipt of 
such prepayment. For purposes of this Agreement, the 
term "Principal Deficiency Claim" of any Lender at any 
time shall mean the outstanding amount of such Lender's 
Deferred Principal of any Covered Debt Obligation at the 
time of determination, giving effect to any prepayment 
of such Deferred Principal from the proceeds of the ap- 
plicable Capital Event which is required to be made as a 
result of any Prior Lien or which is required to be made 
pursuant to Section 3.2(a) or Schedule VIII or any 
covenant, or the application of any other remedy, 
contained in any agreement or other instrument with 
respect to any Indebtedness which is secured by any 
Prior Lien (other than pursuant to this Section 
3.3(a)(1)), regardless of whether such other prepayments 
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are made prior to, or contemporaneously vith, any such 
prepayment pursuant to this Article III; 

(ii) If there is no Deferred Principal of any 
Covered Debt Obligation of any Lender outstanding, each 
Lender shall be allocated an amount equal to the product 
of (x) the amount of such Residual Net Cash Proceeds 
allocated to the prepayment of the Covered Debt Obliga- 
tions pursuant to Section 3.2(b) and (y) a fraction, the 
numerator of which is the amount of such Lender's Inter- 
est Deficiency Claim immediately prior to its receipt of 
such prepayment and the denominator of which is the sum 
of the Interest Deficiency Claims of all Lenders im- 
mediately prior to their receipt of such prepayment. 

For purposes of this Agreement, the term "Interest 
Deficiency Claim" of any Lender at any time shall mean 
the outstanding amount of such Lender's Deferred Inter- 
est of any Covered Debt Obligation at the time of 
determination, giving effect to any prepayment of such 
Deferred Interest from the proceeds of the applicable 
Capital Event which is required to be made as a result 
of any Prior Lien or which is required to be made pursu- 
ant to Section 3.2(a) or Schedule VIII or any covenant, 
or the application of any other remedy, contained in any 
agreement or other instrument with respect to any 
Indebtedness which is secured by any Prior Lien (other 
than pursuant to this Section 3.3(a) (ii)), regardless of 
whether such other prepayments are made prior to, or 
contemporaneously with, any such prepayment pursuant to 
this Article III; 

(iii) If there is no Deferred Interest of any 
Covered Debt Obligation of any Lender outstanding, each 
Lender shall be allocated an amount equal to the product 
of (x) the amount of such Residual Net Cash Proceeds 
allocated to the prepayment of the Covered Debt Obliga- 
tions pursuant to Section 3.2(b) and (y) a fraction, the 
numerator of which is the amount of such Lender's 
Covered Debt Deficiency Claim immediately prior to its 
receipt of such prepayment and the denominator of which 
is the sum of the Covered Debt Deficiency Claims of all 
Lenders immediately prior to their receipt of such 
prepayment. For purposes of this Agreement, the term 
"Covered Debt Deficiency Claim" of any Lender at any 
time shall mean the outstanding amount of such Lender's 
Covered Debt Obligations (other than those described in 
clauses (i) and (ii) above) at the time of determin- 
ation, giving effect to any prepayment of such Covered 
Debt Obligations from the proceeds of the applicable 
Capital Event which is required to be made as a result 
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of any Prior Lien or which is required to be made pursu- 
ant to Section 3.2(a) or Schedule VIII or any covenant, 
or the application of any other remedy, contained in any 
agreement or other instrument with respect to any 
Indebtedness which is secured by any Prior Lien (other 
than pursuant to this Section 3 . 3 (a) (iii) ) , regardless 
of whether such other prepayments are made prior to, or 
contemporaneously with, any such prepayment pursuant to 
this Article III; and 

(iv) If there is no outstanding Covered Debt 
Obligation, any amounts remaining after application 
pursuant to clauses (i), (ii) and (iii) above shall be 
paid to DJT or as otherwise required by law. 

(b) Facility Fees . Any Residual Net Cash Proceeds 
which are required to be allocated to the Lenders as a Facil- 
ity Fee pursuant to Section 3 . 2 (b) (iii) (A) shall be allocated 
among the Lenders as follows: 

(i) Each Lender shall be allocated an amount 
equ».l to the product of (x) the amount of such Residual 
Net Cash Proceeds so allocated pursuant to Section 
3 . 2 (b) ( iii) (A) and (y) a fraction, the numerator of 
which is the amount of such Lender's Facility Fee Share 
at such time and the denominator of which is the sum of 
the Facility Fee Shares of all Lenders at such time. 

(c) Pag rating -Ca s h floy- Any Operating Cash Flow 
which is required to be utilized to prepay the Covered Debt 
Obligations pursuant to Section 3.2(f) shall be allocated 
among the Lenders holding Covered Debt Obligations (with no 
payment made or allocated in respect of any Existing Debt 
Obligation which is not a Covered Debt Obligation) . Any such 
amount shall be applied, first , to Deferred Principal under 
the Covered Debt Credit Facilities (until all such Deferred 
Principal is paid in full) , next , to Deferred Interest under 
the Covered Debt Credit Facilities (until all such Deferred 
Interest is paid in full) and then to any remaining Covered 
Debt Obligations. Such payments shall be allocated among the 
Covered Debt Obligations pro rata according to the amount of 
the then outstanding Deferred Principal under the Covered 
Debt Credit Facilities, Deferred Interest under the Covered 
Debt Credit Facilities or remaining Covered Debt Obligations, 
as the case may be, of the respective Lenders immediately 
prior to receipt of such prepayment. 

section 3.4 QBtlQnal Prepayment a * (a) Permitted 

Optional Prepayments . Any Obligor may, from time to time, at 
its option (it being understood that any amount required to 
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be prepaid pursuant to this Article III or pursuant to the 
terms of any Existing Debt Credit Agreement shall not be 
deemed to be a payment subject to this Section 3.4) upon at 
least five (5) Business Days' prior notice received by the 
Agent (which shall promptly advise each Lender thereof) 
prepay the Covered Debt Obligations with respect to which it 
is obligated in whole or in part, without premium or penalty, 
provided , however , that no such prepayment may be made until 
the first to occur of (i) the Hew Money Termination Event and 
(ii) the satisfaction of the Collateralization Condition. 

Any prepayment shall be applied first to the prepayment of 
the Deferred Principal Obligations under the Covered Debt 
Credit Facilities (until all such Deferred Principal is paid 
in full) , next to the prepayment of the Deferred Recourse 
Interest Obligations (until all such Deferred Recourse Inter- 
est Obligations are paid in full) and then to the prepayment 
of any remaining Covered Debt Obligations; provided , however , 
that any such prepayment may be applied to the prepayment of 
the Deferred Recourse Interest Obligations (x) if such 
prepayment is from either Residual Net Cash Proceeds or 
Operating Cash Flow which any DJT Entity is entitled to 
retain pursuant to this Article III? or (y) if such prepay- 
ment is not from either such Residual Net Cash Proceeds or 
Operating Cash Flow, a DJT Entity shall prepay an amount of 
the Deferred Principal Obligations under the Covered Debt 
Credit Facilities, equal to nine multiplied by the amount of 
any such prepayment of the Deferred Recourse Interest Obliga- 
tions (without giving effect to any Prepayment Factor) 
contemporaneously with any such prepayment of Deferred 
Recourse Interest Obligations. No prepayment shall be made 
unless in an aggregate amount of $1,000,000 or more (or, if 
less, the then remaining Covered Debt Obligations) . Any such 
prepayment of Deferred Principal Obligations under the 
Covered Debt Credit Facilities, Deferred Recourse Interest 
Obligations or remaining' Covered Debt Obligations, as the 
case may be, shall be allocated among the Lenders holding 
Covered Debt Obligations pro rata according to the outstand- 
ing respective amounts of such Deferred Principal Obliga- 
tions, Deferred Recourse Interest Obligations or remaining 
Covered Debt Obligations immediately prior to any such 
prepayment 


(b) Additional Restrictions . Except as provided 
in this Article III, no prepayments of any Existing Debt 
Obligations (other than the Palm Beach Debt Obligations in 
accordance with the terms thereof) shall be made by any DJT 
Entity or otherwise received by any Lender. 

SECTION 3.5 Procedures . Except as otherwise 
provided herein, all scheduled principal payments and all 
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prepayments pursuant to Sections 3.2, 3.3 and 3.4 shall be 
made in immediately available funds by a DJT Entity to the 
Agent for the account of the Lenders for application to the 
Existing Debt Obligations in accordance vith the applicable 
provisions of Sections 3.2, 3.3 and 3.4. All such payments 
shall be made in immediately available funds not later than 
11:00 a.m., local time, on the date due, if to the Agent, at 
its corporate service center in New York, New York, and, if 
to any other Person or Persons entitled thereto, as such 
Person or Persons shall direct; and funds received after such 
hour shall be deemed to have been received by the Agent or 
other Person or Persons entitled thereto on the next follow- 
ing Business Day. For the purposes of calculating interest 
accruals under this Agreement, when any such payment is 
deemed to have been received by the Agent or other Person or 
Persons entitled thereto, each Lender shall be deemed to have 
received its appropriate share of such payment. The Agent 
shall remit in immediately available funds to each Lender its 
share of all such payments received by the Agent for the ac- 
count of such Lender, promptly upon the calculation of such 
share in accordance vith the terms of this Agreement. In the 
event that the Agent shall retain such funds for more than 72 
hours, the Agent shall invest such funds and any subsequent 
distribution shall include an allocable portion of any inter- 
est earned by the Agent thereon. 

-SECTION 3.6 Payments bv Obligors . Any optional or 
scheduled prepayment or payment of any principal, interest or 
other Existing Debt Obligation by any DJT Entity shall have 
the effect of satisfying and extinguishing the corresponding 
Existing Debt Obligation of all primary Obligors thereon to 
the extent of such payment; provided , however , that, regard- 
less of the identity of the Obligor making such prepayment or 
payment, all such prepayments and payments shall be allocated 
among the Lenders in accordance vith the provisions of this 
Agreement. 


SECTION 3.7 Sharing of Set-Offs . Any amount 
received by any Lender in respect of Existing Debt Obliga- 
tions (other than MMB under any cash collateral agreement 
between DJT and MMB established in connection vith the Exist- 
ing Agreement Amendments relating to the Palm Beach Credit 
Facility) pursuant to Section 12.5, or otherwise by exercise 
of setoff, banker's lien or similar right against DJT 
(including, without limitation, DJT in his capacity as an 
Obligor, a general or limited partner of any partnership, a 
participant in any joint venture, a stockholder, officer or 
director of a corporation or in any other capacity, whether 
by operation of lav or otherwise) , shall be delivered to the 
Agent by such Lender upon receipt thereof and allocated among 
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the Lenders as if such amount were an optional prepayment in 
accordance with Section 3.4; provided . however , that, 
notwithstanding this Section 3.7, but subject to the New 
Credit Facility, the right of any Lender to exercise any 
setoff, banker's lien or similar right against DJT (includ- 
ing, without limitation, DJT in his capacity as an Obligor, a 
general or limited partner of any partnership, a participant 
in any joint venture, a stockholder, officer or director of a 
corporation or in any other capacity, whether by operation of 
law or otherwise) shall be subject to Section 2.2(g). 

SECTION 3.8 Contingent Claims . For the purposes of 
this Agreement and the Loan Documents, if, pursuant to any 
provision of this Agreement or any Loan Document, any payment 
is to be made with respect to any outstanding Existing Debt 
Obligation, and at the time such payment is to be made, the 
portion of the Existing Debt Obligation in respect of which 
such payment is being made is still contingent in nature as 
to all Obligors liable, contingently or absolutely, with 
respect to such Existing Debt Obligation, because none of 
such Obligors has been called upon, or none of such Obligors 
is required, to honor any unused commitment or other li- 
ability thereunder, a proportionate part of such payment 
reflecting such contingent claim shall be held by the Agent 
for the benefit of such Lender as cash collateral for ap- 
plication to such Existing Debt Obligation when and if such 
Existing Debt Obligation ceases to be contingent. Except as 
expressly provided in this Section 3.8, if any such 
contingent claim shall reduce, expire or otherwise terminate 
at a time when any such cash collateral is still held by the 
Agent for the benefit of such Lender, the Agent shall no 
longer hold such cash collateral or such part thereof which 
is in excess of the Existing Debt Obligation as so reduced, 
expired or terminated for the benefit of such Lender and 
shall apply such amount (together with any interest earned by 
the Agent thereon) pursuant to Section 3.2 to the agent under 
the New Credit Facility and/or the Lenders (as the^case may 
be) as if such amount were Net Cash Proceeds arising as of 
such time in respect of a Capital Event involving the asset 
which gave rise to such proceeds. Any such amount to be so 
allocated to the prepayment of the Existing Debt Obligations 
shall be allocated to the Existing Debt Obligations then held 
by the Lenders pro rata according to the respective outstand- 
ing Existing Debt Obligations thereof at the time of such 
delivery. Any such amount shall be applied first to the 
prepayment of the Deferred Principal Obligations until all 
Deferred Principal has been paid in full, next to the prepay- 
ment of the Deferred Recourse Interest Obligations until all 
Deferred Recourse Interest Obligations have been paid in full 
and then to the- prepayment of any remaining Existing Debt 
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Obligations. Any such prepayment of Deferred Principal 
Obligations, Deferred Recourse Interest Obligations and 
remaining Existing Debt Obligations, as the case may be, 
shall be allocated pro rata according to the outstanding 
respective amounts thereof immediately prior to any such 
prepayment. For purposes of determining the amount payable 
or allocable to any lender pursuant to Section 3.2, 3.3, 3.4 
or 3.7, whenever any amount is held by the Agent for the 
benefit of any Lender pursuant to this Section 3.8, for 
purposes of calculations under this Agreement such Existing 
Debt Obligation shall be deemed to have been prepaid by such 
amount. For purposes of this Section 3.8, the amount of any 
Existing Debt Obligation arising as a result of any 
indemnification obligation by DJT shall be equal to the 
amount, if any, paid by the respective Lender in order to 
fund required insurance, maintenance, environmental cleanup, 
real estate taxes or other costs or expenses reasonably 
necessary to protect the value of Existing Collateral, 

Special Collateral or Collateral in respect of which such 
Lender is entitled to indemnification by DJT. For purposes 
of this Section 3.8, the outstanding amount of the BT Inter- 
est Rate Swap, the Palace Swap or the CB Interest Rate Swap 
at any time shall be determined pursuant to Section 1.4. In 
the event that the outstanding amount thereof shall be 
reduced, the Agent shall nonetheless continue to hold such 
amount for the benefit of the applicable Lender pursuant to 
this Section. No such obligation shall be deemed to cease to 
be contingent until the applicable agreement shall be 
terminated and the final liability established thereunder, at 
which time such cash collateral shall be distributed in ac- 
cordance with this Section 3.8. For purposes of clarifica- 
tion, any reference to any Existing Debt Obligation in Sec- 
tion 3.8 shall include each Existing Debt Obligation, regard- 
less of whether such Existing Debt Obligation is a Contingent 
Debt Obligation. The Covered Debt Obligations in respect of 
the guaranty by DJT of the Penn Yards Loans and the Interest 
Reserve for the Trump Palace Loan each shall be deemed to be 
contingent until (x) in the case of the Penn Yards Loans, a 
Special Event of Default (as defined in the applicable Exist- 
ing Debt Credit Agreement, as amended by the applicable 
Existing Agreement Amendment) or (y) in the case of the Trump 
Palace Loan, an event of default under the applicable Exist- 
ing Debt Credit Agreement, as amended by the applicable 
Existing Agreement Amendment relating to any of (i) failure 
to pay principal or interest on the relevant obligation when 
due, (ii) failure to pay real estate taxes when due, (iii) 
intentional breach by the mortgagor of its obligations under 
the applicable mortgage, (iv) failure by mortgagor to comply 
with any obligation under the applicable mortgage which, as a 
result of such failure, may ripen into a financial cost or 
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obligation on the part of the mortgagee, or (v) the ac- 
celeration of the Deferred Recourse Interest Obligation 
pursuant to Article V hereof, has occurred under such respec- 
tive document. The cash collateral in respect of such 
Covered Debt Obligation referred to in this Section 3.8 may 
be held by the respective Lenders instead of the Agent if 
required by such Existing Debt Credit Agreement, as so 
amended. Nothing contained in this Section 3.8 shall be 
deemed to affect or impair the amount of the obligation in 
respect of the guaranty by DJT of the Penn Yards Loan or such 
Interest Reserve, except that for all purposes of this Agree- 
ment the reference on Schedule VIII to the Penn Yards 
Guaranty under the heading N Trump Tower" shall be deemed to 
be limited to the maximum amount of $35,000,000 and the 
reference on such Schedule VIII to the Trump Palace* Loan - 
Interest Reserve under the heading "Trump Parc 5" A" line 
units, garage, laundry room and commercial space (as 
specified in the applicable Special Collateral Agreement)" 
shall be deemed to be limited to the maximum amount of 
$40,000,000. Any amount paid to the applicable Lender out of 
such cash collateral in respect of either such obligation 
shall reduce by such amount the Covered Debt Obligations in 
respect of such respective Indebtedness. The Trump Palace 
Loan Interest Reserve obligations shall be deemed to be 
contingent, except as set forth in the preceding four 
sentences. 


SECTION 3.9 Determining Amounts . For purposes of 
this Agreement and the Loan Documents, upon request of the 
Agent or the Collateral Agent, any Lender holding any Exist- 
ing Debt Obligation shall promptly execute and deliver to 
DJT, the Agent, the Collateral Agent and each other Lender a 
certificate setting forth the calculation of the outstanding 
principal, interest and other amount thereof at any specified 
date, calculated in accordance with any applicable provisions 
of this Agreement and the applicable Existing Debt Credit 
Agreements, and the Agent and the Collateral Agent shall have 
the right to rely upon any such certificate. If any such 
certificate is not delivered to the Agent and the Collateral 
Agent within five (5) Business Days after any such request 
therefor, the Agent and the Collateral Agent: (a) may al- 

locate payments, collateral distributions and other rights 
held by the Agent on the basis of this Agreement and any 
subsequent certificates theretofore so provided and based 
upon the assumption, unless otherwise notified by any such 
certificate, that all scheduled payments have been made on 
any such Existing Debt Obligation when due as set forth in 
the Schedules and Exhibits hereto and that any such Existing 
Debt Obligation shall have reduced, expired or terminated in 
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accordance with its respective terms as set forth in this 
Agreement; (b) may delay distribution to any Lender of any 
portion of any payment or other recovery until receipt of 
such certificate; or (c) say distribute such amounts based on 
the assumption that any challenged certificate is correct, in 
which event the Agent shall have no liability to any Lender 
or to any DJT Entity as a result of so relying on any such 
challenged certificate (it being agreed that any such 
distribution shall not alter the obligations of the Lenders 
pursuant to the last sentence of this Section 3.9). If any 
Lender furnishing a certificate, the Agent and the Collateral 
Agent shall receive written notice from DJT (or any other 
Lender) that DJT (or such other Lender) disagrees with any 
such calculation of any such outstanding amount set forth 
therein, setting forth in reasonable detail DJT's (or such 
other Lender's) calculation of such outstanding amount and 
the basis for DJT's (or such other Lender's) disagreement 
with such Lender, and if such Lender ultimately agrees with 
DJT's (or such other Lender's) calculation or it is 
determined by any court of competent jurisdiction by a final, 
non-appealable order that DJT's (or such other Lender's) 
calculation was correct, such Lender shall promptly return to 
the Agent or the Collateral Agent the amount misallocated to 
such Lender (together with the interest provided for in the 
last sentence of this Section 3.9) as a result of such 
miscalculation. Notwithstanding the foregoing provisions of 
this Section 3.9, if the Agent and the Collateral Agent deem 
it appropriate in their sole and absolute discretion to delay 
any distribution or allocation of payments or collateral 
until any certificate or certificates are received from any 
Lender or Lenders, or until resolution of any dispute as to 
any outstanding amount shown in such certificate, the Agent 
and the Collateral Agent shall have the right so to delay any 
such distribution or allocation and neither the Agent nor the 
Collateral Agent shall be liable in any manner for such 
delay, provided , however , that any funds so held shall be 
invested in cash equivalents during the period of any such 
delay and the income earned thereon shall be correspondingly 
allocated and distributed upon the distribution and alloca- 
tion of such delayed funds. If written notice as to any such 
disagreement is not received within three (3) Business Days 
of the date of the receipt of any such certificate, such 
certificate shall be final and binding on all parties hereto 
in the absence of manifest error. Each Lender agrees that in 
the event it is ultimately determined that such Lender shall 
have received any amount pursuant to this Article III which 
should have properly been allocated to any other Lender 
hereunder or to the agent under the New Credit Facility or to 
any DJT Entity, such Lender shall promptly remit any such 
excess amount (together with interest thereon at the Federal 
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Funds Rate, from the date of receipt thereof through the date 
of such remittance) to the Agent for allocation to the 
Lender, such agent under the New Credit Facility or OJT 
Entity to whom any such amount should have been paid. For 
purposes of this Section 3.9, the Agent shall not be deemed 
to be the Agent of KMB except to the extent that the Palm 
Beach Debt Obligations constitute Covered Debt Obligations. 

It is understood and agreed that properly conducted auction 
sales of condominium units shall be deemed to be for fair 
market value on commercially reasonable terms. 

ARTICLE IV 
INTEREST PROVISIO NS 

SECTION 4.1 latexes*. (a) Forms of Deferred 
Interest Obligations . The Existing Debt Obligations set 
forth on Schedule IX shall bear interest from the C] sing 
Date, which such interest shall be payable, in each case at 
the time or times, in the amount and in the manner provided 
in the respective Existing Debt Credit Agreement, without any 
deferral thereof. Each Obligor's obligation to pay interest 
on the Existing Debt Obligations set forth on Schedule X 
shall be as set forth in such Lender's respective Existing 
Debt Credit Agreement and Note, if any, as amended by the 
applicable Existing Agreement Amendment (such interest 
obligations, together with each Princess Note to the extent 
not constituting Covered Debt Obligations, being referred to 
herein individually as a "Deferred Project Interest Obliga- 
tion," and, collectively as the "Deferred Project Interest 
Obligations") . Each Obligor's obligation to pay interest on 
the Princess Loan and the Princess $10 Million Loan shall be 
as set forth in such Lender's respective Existing Debt Credit 
Agreement, as amended by the applicable Existing Agreement 
Amendment (such interest obligations being referred to herein 
together as the "Princess Notes"). Each Obligor's obligation 
to pay interest on the remaining Existing Debt Obligations of 
each Lender shall be as set forth in such Lender's respective 
Existing Debt Credit Agreement and Note, if any, as amended 
by or pursuant to the applicable Existing Agreement Amendment 
(such interest obligations being referred to herein 
individually, together with each Princess Note, to the extent 
constituting Covered Debt Obligations, as a "Deferred 
Recourse Interest Obligation" and collectively as the 
"Deferred Recourse Interest Obligations"). Subject to Sec- 
tion 3.1(d) and Section 4.1(b), the Deferred Principal of 
each Existing Debt Credit Obligation (other than the Princess 
Notes, such Existing Debt Credit Obligations set forth on 
Schedule IX, the Palm Beach Debt Obligations and such Exist- 
ing Debt Credit Obligations which by their terms do not im- 
mediately prior to the date hereof accrue or pay interest) 
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shall bear interest from the Closing Date at the Applicable 
Rate, and as of each July 1 on which any such Existing Debt 
Obligation remains outstanding, the Deferred Interest Obliga- 
tion accrued during the preceding 12-month period (which for 
the purposes of the first year shall mean the period commenc- 
ing on the Closing Date to and including June 30, 1991) on 
the Deferred Principal and (commencing from and after July 1, 
1991) on any Deferred Interest (including, without limita- 
tion, pursuant to this sentence) shall commence to bear 
interest at the Applicable Rate and shall continue to bear 
interest as aforesaid until paid in full. 

(b) Payment Dates. Except asexpressly provided 
herein, subject to Section 2.2(g), no interest shall be pay- 
able on any Deferred Principal Obligation or any Deferred 
Interest obligation of any Lender (other than any Existing 
Debt Obligation listed on Schedule IX) until the earlier of 
the Regular Interest Payment Date with respect to such 
Deferred Interest Obligation and the Accelerated Interest 
Payment Date, if any, with respect to such Deferred Interest 
Obligation. Subject to Section 2.2(g), any interest accruing 
on any Deferred Principal (but not on any Deferred Interest) 
on or after the earlier of the applicable Regular Interest 
Payment Date or Accelerated Interest Payment Date, if any, 
shall be payable at the rate and on the dates provided in the 
applicable Existing Debt Credit Agreement. Subject to Sec- 
tion 2.2(g), any interest accruing on any Deferred Principal 
on or after the Closing Date and prior to the earlier of the 
applicable Regular Interest Payment Date or Accelerated 
Interest Payment Date, if any, or accruing at any time on any 
Deferred Interest shall be due and payable on the earlier of 
the Regular Maturity Date or the Accelerated Maturity Date of 
the related Deferred Principal Obligation. Subject to Sec- 
tion 3.1(d), the term "Regular Interest Payment Date" with 
respect to any Deferred Interest Obligation shall mean (i) in 
the case of any Deferred Project Interest Obligation or 
Deferred Recourse Interest Obligation listed on Schedule XI, 
June 30, 1993, (ii) in the case of each of the Princess 
Notes, the Regular Maturity Date thereof, and (iii) in the 
case of any other Deferred Project Interest Obligation or 
Deferred Recourse Interest Obligation, June 30, 1995? 
provided , however , that interest on the Trump Palace Loan 
shall be currently payable from and after the Closing Date 
from and only to the extent of the budget reserve for inter- 
est provided under the Trump Palace Loan and that the inter- 
est on the MKT Regency Loan shall be currently payable to the 
extent of the rent payable under the Regency Lease Agreement, 
made as of August S, 1990, between Trump Crystal Tower As- 
sociates Limited Partnership, as landlord, and Trump Plaza 
Associates, as tenant (the "Regency Lease"), which rent is 
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payable to MHT pursuant to the Assignment and Recognition 
Agreement, dated as of August 8, 1990, made by Trump Crystal 
Tower Associates Limited Partnership and Trump Plaza Associ- 
ates to MHT. Subject to Section 3.1(d), the term "Acceler- 
ated Interest Payment Date" shall mean, with respect to any 
Deferred Interest Obligation, (x) the next date on which 
interest is payable pursuant to any Existing Debt Credit 
Agreement (without giving effect to this Agreement) following 
any date on which a notice specified in Section 3. 1 (c) (ii) (y) 
shall be given by DJT with respect to the related Deferred 
Principal Obligation or (y) the next date on which interest 
is payable pursuant to any Existing Debt Credit Agreement 
(without giving effect to this Agreement) following the date 
of any Current Pay Election by DJT pursuant to clause (II) of 
Section 3 . 1 (c) (ii) (z) . Subject to Section 2.2(g), any 
subsequent default by the Obligor in the payment of interest 
on such Deferred Principal Obligation or Deferred Interest 
Obligation shall constitute an Existing Foreclosure Event 
with respect to such Claimholder's Asset. Each Obligor shall 
pay, or cause to be paid, each Deferred Project Interest 
Obligation or Deferred Recourse Interest Obligation in 
respect of which it is an Obligor in accordance with its 
terms; provided . however , that any default thereunder shall 
be subject to Section 2.2(g). 

(c) Procedures . All payments pursuant to Section 
3.1 and all payments of interest on the Deferred Interest 
Obligations shall be made directly to the respective Lenders 
holding such Deferred Interest Obligations and the Agent 
shall have no duties or obligations with respect thereto. On 
or prior to the fifth Business Day following the commencement 
of any Interest Period, the Agent shall notify each Lender of 
the Applicable Rate for such Interest Period. 

(d) Exceptions . Notwithstanding anything to the 
contrary contained in this Agreement, any Note or any other 
Loan Document, in the event that the Deferred Recourse Inter- 
est Obligations shall have been declared to be due and pay- 
able as provided in Section 5.1(a) or shall automatically 
have become due and payable as provided in Section 5.1(b) (it 
being understood that this sentence shall not apply to any 
acceleration pursuant to Section 2.3(h)), (i) the Prepayment 
Factor shall no longer be utilized in calculating the amount 
by which any Deferred Interest Obligation shall be reduced, 
(ii) all Existing Debt Obligations (other than the Existing 
Debt Obligations listed on Schedule IX) shall immediately be 
deemed amended to bear interest at the higher, from time to 
time in effect, of the Applicable Rate or the rate applicable 
to such Existing Debt Obligations immediately prior to the 
Closing Date (giving effect to any penalty interest, default 
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interest or similar provisions) and (iii) without limiting 
Section 3.2(g) , all provisions of this Agreement under which 
a portion of any Net Cash Proceeds, Special Net Cash 
Proceeds, Residual Net Cash or Operating Cash Flow is 
entitled to be retained by any DJT Entity shall immediately 
be deemed amended so that such portion allocated to such DJT 
Entity shall instead be allocated to the payment of Covered 
Debt Obligations in accordance with Section 3.3. Without 
limiting the foregoing, but notwithstanding anything in this 
Agreement to the contrary# any provisions of any Deferred 
Interest Obligation relating to the prepayment thereof in a 
discounted amount shall not be applicable to any prepayment 
out of any amounts arising pursuant to or in connection with 
the exercise of any Foreclosure Right. 

* 

(e) Prepayment Factor . Subject to Section 4.1(d) 
and to the conditions set forth in Section 3.4, each Existing 
Agreement Amendment, other than the Existing Agreement Amend* 
ment applicable to the Palm Beach Credit Facility, the Trump 
Palace Loan, the Princess Loan and the Princess $10 Million 
Loan, shall provide that any prepayment of any Deferred 
Interest Obligation accrued but not due and payable at the 
time of any such prepayment shall be in accordance with this 
Section 4.1(e). Other than in the case of any prepayment to 
the extent utilizing proceeds resulting from the exercise of 
Foreclosure Rights, any amount of any Deferred Interest 
Obligation prepaid shall reduce the amount of the then 
outstanding Deferred Interest of such Deferred Interest 
Obligation by an amount equal to the product of (x) the 
amount of such prepayment and (y) the applicable Prepayment 
Factor (but never to less than zero) . The Prepayment Factor 
at any time shall be that amount specified below: 


Ear. Prepay m ents Made: 

On or before June 30, 1991 

After June 30, 1991 and on 

or before June 30, 1992 

After June 30, 1992 and on 
or before June 30, 1993 

After June 30, 1993 and on 
or before June 30, 1994 

After June 30, 1994 


PrsEayffient Eactar 

5 


2.5 

1.666667 

1.25 

1 
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(f) The following provisions of this Section 
4.1(f) shall be applicable only to the Deferred Interest 
Obligations which this Agreement contemplates shall bear 
interest at the Applicable Rate. 

(i) In the event that the Agent shall have determined 
(which determination shall, absent manifest error, be final, 
conclusive and binding upon all parties) that on any date for 
determining the Applicable Rate for any Interest Period, by 
reason of any changes arising after the date of this Agree- 
ment affecting the interbank Eurodollar market or any 
Lender's position in such- markets, adequate and fair means do 
not exist for ascertaining the applicable interest rate on 
the basis provided for in the definition of Applicable Rate 
then, and in any such event, the Agent shall forthwith give 
notice (by telephone confirmed in writing) to DJT and to the 
Lenders of such determination. Until the Agent notifies DJT 
that the circumstances giving rise to the suspension 
described herein no longer exist, the Applicable Rate shall 
be deemed to be equal to the Prime Lending Rate plus 1% per 
annum. 

(ii) In the event that any Lender shall have determined 
(which determination shall, absent manifest error, be final, 
conclusive and binding upon all parties) at any time that the 
making or continuance of any Deferred Interest Obligation has 
become unlawful by compliance by such Lender in good faith 
with any applicable law, governmental rule, regulation, 
guideline or order (whether or not having the force of law 
and whether or not failure to comply therewith would be 
unlawful), then, in any such event, the Lender shall give 
prompt notice (by telephone confirmed in writing) to DJT and 
to the Agent of such determination (which notice the Agent 
shall promptly transmit to the other Lenders) . Upon the giv- 
ing of the notice to DJT referred to above, and until the 
Lender notifies DJT that the circumstances giving rise to 
such illegality described herein no longer exist, the Ap- 
plicable Rate shall be deemed to be equal to the Prime Lend- 
ing Rate plus II per annum. 

(iii) If, by reason of (x) after the date hereof, the 
introduction of or any change (including, without limitation, 
any change by way of imposition or increase of reserve 
requirements) in or in the interpretation of any law or 
regulation, or (y) the compliance with any guideline or 
request from any central bank or other governmental authority 
or quasi-governmental authority exercising control over banks 
or financial institutions generally (whether or not having 
the force of law) : 
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(A) any Lender (or its applicable lending office) 
shall be subject to any tax, duty or other charge vith 
respect to its Deferred Interest Obligation or its 
obligation to sake Deferred Interest Obligations, or 
shall change the basis of taxation of payments to any 
Lender of the principal of or interest on its Deferred 
Interest Obligations or its obligation to make Deferred 
Interest Obligations (except for changes in the rate of 
tax on the overall net income of such Lender or its ap- 
plicable lending office imposed by the jurisdiction in 
which such Lender's principal executive office or ap- 
plicable lending office is located) ; or 

(B) any reserve (including, without limitation, 
any imposed by the Board of Governors of the Federal 
Reserve System) , special deposit or similar requirement 
against assets of, deposits with or for the account of, 
or credit extended by, any Lender's applicable lending 
office shall be imposed or deemed applicable or any 
other condition affecting its Deferred Interest Obliga- 
tions or its obligation to make Deferred Interest 
Obligations shall be imposed on any Lender or its ap- 
plicable lending office or the interbank Eurodollar 
market; 

and as a result thereof there shall be any increase in the 
cost to such Lender of agreeing to make or making, funding or 
maintaining Deferred Interest Obligations (except to the 
extent already included in the determination of the ap- 
plicable Adjusted London Interbank Offered Rate), or there 
shall be a reduction in the amount received or receivable by 
such Lender or its applicable lending office, then DJT shall 
from time to time, upon written notice from and demand by 
such Lender (with a copy of such notice and demand to the 
Agent) , pay to the Agent for the account of such Lender, 
within five Business Days after the date specified in such 
notice and demand, additional amounts sufficient to indemnify 
such Lender against such increased cost. A certificate as to 
the amount of such increased cost, submitted to DJT and the 
Agent by such Lender, shall, except for manifest error, be 
final, conclusive and binding for all purposes. 

(iv) DJT shall compensate each Lender, upon its written 
request (which request shall set forth the basis for request- 
ing such amounts and which request shall, absent manifest 
error, be final, conclusive and binding upon all of the par- 
ties hereto) , for all losses, expenses and liabilities 
(including, without limitation, any interest paid by such 
Lender to lenders of funds borrowed by it and to make or 
carry its Deferred Interest Obligations to the extent not 
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recovered by the Lender in connection with the re-employment 
of such funds and including loss of anticipated profits) , 
which the Lender nay sustain: (i) if any repayment of any of 

its Deferred Interest Obligations occurs on a date which is 
not the last day of an Interest Period applicable thereto, or 
(ii) if, for any reason, DJT defaults in its obligation to 
repay its Deferred Interest Obligations when required by the 
terms of this Agreement. 

(v) In the event that any Lender shall have determined 
that any law, treaty, governmental (or quasi -governmental) 
rule, regulation, guideline or order regarding capital 
adequacy (including, in any event, any law, regulation, 
interpretation, guideline or request contemplated by the 
report dated July, 1988 entitled "International Convergence 
of Capital Measurement and Capital Standards" issued by the 
Basle Committee on Banking Regulations and Supervisory 
Practices) or the adoption thereof, or any change therein or 
in the interpretation or application thereof, or compliance 
by any Lender with any request or directive regarding capital 
adequacy (whether or not having the force of law and whether 
or not failure to comply therewith would be unlawful) from 
any central bank or governmental agency or body having 
jurisdiction, does or shall have the effect of reducing the 
rate of return on such Lender's capital as a consequence of 
its Deferred Interest Obligations to a level below that which 
such Lender could have achieved but for such adoption, change 
or compliance (taking into consideration such Lender's 
policies with respect to capital adequacy) by any amount, 
then DJT shall from time to time, within 15 days after 
receipt of a written request by such Lender (with a copy to 
the Agent) , pay to such Lender additional amounts sufficient 
to compensate such Lander for such reduction. A certificate 
as to the amount of such reduction setting forth the calcula- 
tion thereof in reasonable detail, submitted to DJT and the 
Agent by such Lender, shall, absent manifest error, be final, 
conclusive and binding for all purposes. 

ARTICLE V 

REMEDIES UPON THE OCCURRENCE OF AMY 
UNIFORM EVENT OF DEFAULT 

SECTION 5.1 Acceleration of Maturity . 

(a) Acceleration of All Deferred Recourse Interest 
Obligations . If any Uniform Event of Default (other than a 
Uniform Event of Default specified in clause (5) with respect 
to DJT) shall occur and be continuing then, and in any such 
event (and regardless of whether any acceleration of all or 
any portion of such Indebtedness shall have occurred pursuant 


80 


to Section 2.3(h) or otherwise) , the Agent, upon the direc- 
tion of the Required Lenders, shall declare all then 
outstanding Deferred Recourse Interest Obligations to be 
forthwith due and payable, whereupon all such Deferred 
Recourse Interest Obligations shall become and be forthwith 
due and payable, without presentment, demand, protest or 
notice of any kind, all of which are expressly waived. The 
Agent shall, forthwith upon such declaration, deliver notice 
thereof to DJT and to each Lender; provided , however , that 
the failure to so deliver, or any delay in so delivering, 
such notice shall not affect the validity of such declara- 
tion? provided , further , that, prior to the first to occur of 
(i) the New Money Termination Event and (ii) the date of the 
satisfaction of the Collateralization Condition, no such 
notice may be given with respect to any Uniform Event of 
Default (other than a Uniform Event of Default specified in 
clause (1) or clause (5) with respect to DJT) if the banks 
party to the New Credit Facility shall have waived any such 
comparable Default or Event of Default (as such terms are 
defined in the New Credit Facility) . The Lenders hereby 
agree to be bound by the provisions of Section 5.04(h) (ii) of 
the New Credit Facility. The Lenders hereby authorize the 
Agent to act on their behalf in accordance with the provi- 
sions of this Section 5.1(a), and each DJT Entity hereby 
acknowledges that any such notice by the Agent to DJT shall 
be effective to accelerate the Deferred Recourse Interest 
Obligations in accordance with the provisions hereof. 

(b) Au t gaiati g Ac cel eration qL_M 1 Deferred 
Recours e I nterest .Obli g ati o n?- If any Uniform Event of 
Default specified in clause (5) with respect to DJT shall 
occur, all Deferred Recourse Interest Obligations shall 
automatically become immediately due and payable, without 
declaration, presentment, demand, protest, notice or other 
requirements of any kind, all of which are expressly waived. 
Upon such acceleration of the Deferred Recourse Interest 
Obligations, all other Covered Debt Obligations shall also 
automatically become Immediately due and payable, without 
declaration, presentment, demand, protest, notice or other 
requirements of any kind, all of which are expressly waived. 

(c) Allocation Among Lenders . All amounts re- 
ceived by any Lender pursuant to an acceleration in ac- 
cordance with this Section 5.1 shall be subject to Article 
III. 


(d) Notice to Lenders . In the event that any 
Lender shall declare the Existing Debt Obligations held by it 
to be due and payable pursuant to the terms of its Existing 
Debt Credit Agreement, as amended by the applicable Existing 



Agreement Amendment, such Lender shall promptly give notice 
thereof to the Agent and to each other Lender. 

(e) Effect of Acceleration . If the Deferred 
Recourse Interest Obligations become due and payable pursuant 
to this Article V, the provisions of Section 2.2(g) and of 
clause (i) - clause (viii) of Section 2.3(h) shall no longer 
be applicable and, in addition to any right or remedy 
otherwise available to any Lender, each Lender shall be 
entitled to exercise Foreclosure Rights in accordance with 
Section 2.3. 

(f) Existing Debt Credit Agreements . Subject to 
Section 2.2(g), nothing in this Agreement (including, without 
limitation, Section 2.3(h)) shall prevent any Lender from 
declaring any Existing Debt Obligation to be due and payable 
pursuant to the terms of any Existing Debt Credit Agreement. 


ARTICLE VI 



section 6.ia Uniform C ovenants- 


Following (and only following) the first to occur 
of the satisfaction of the Collateralization Condition or the 
New Money Termination Event, DJT shall comply with the provi- 
sions of Exhibit E. For purposes of clarification, all 
references on Exhibit E to "the date hereof" shall mean the 
date of execution and delivery of this Agreement. 


ARTICLE VII 

COLLATERAL PROVISIONS 

SECTION 7.1 Agreement to Grant Security. interests . 

(a) Security Interest in Collateral . On or before 
the Closing Date, each DJT Entity which is listed on Schedule 
IV shall grant, or cause to be granted, pursuant to the Col- 
lateral Agreements, to the Collateral Agent for the benefit 
of the holders of the Deferred Recourse Interest Obligations, 
Liens in the Collateral set forth on such Schedule IV to 
secure the Deferred Recourse Interest Obligations and, to the 
extent specified in the Collateral Agreements, reaffirm and 
acknowledge the Liens previously granted in any of such Col- 
lateral . 


(b) Security Interest In Special Collateral. On 
or before the Closing Date, each DJT Entity which is listed 
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on Schedule V shall grant, or cause to be granted, to the 
respective Lenders for the benefit of the holders of the 
respective Covered Debt Obligations specified on such 
Schedule, Liens in the Special Collateral set forth on such 
Schedule V to secure such respective Covered Debt Obliga- 
tions, and, to the extent specified in the respective Special 
Collateral Agreement, reaffirm and acknowledge the Liens 
previously granted in such Special Collateral. 

SECTION 7.2 Further Assurances . Each DJT entity 
shall, at its expense, give, execute, deliver, file and 
record any notice, statement, instrument, document, agreement 
or other papers and take such other action that, from time to 
time, may be necessary, or that the Collateral Agent or any 
Lender with respect to its Special Collateral may reasonably 
request, in order: 

(a) to create, preserve, perfect, confirm, con- 
tinue or validate the Liens granted to the Collateral Agent 
or the respective Lenders under the Collateral Agreements or 
the respective Lenders under the Special Collateral Agree- 
ments in any Collateral or Special Collateral, or 

(b) to enable each of the Collateral Agent or any 
of such respective Lenders to exercise and enforce any of its 
respective rights and remedies under the Collateral Agree- 
ments and the Special Collateral Agreements, respectively. 

SECTION 7.3 Releases . Each Lender hereby agrees 
to release any Special Collateral or Collateral to the extent 
set forth in the applicable Special Collateral Agreement or 
Collateral Agreement, as the case may be. 


ARTICLE VIII 

REPRESENTATIONS AND WARRANTIES 

SECTION 8 . 1A Representations and Warranties of DJT 
Entitles . To Induce the Lenders to enter into this Agreement 
and to amend the Existing Debt Credit Agreements and the 
Existing Collateral Agreements in accordance with the terms 
and provisions of this Agreement, DJT hereby represents and 
warrants to the Agent and the Collateral Agent and the Lend- 
ers as to the matters set forth on Exhibit D. 
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ARTICLE IX 

CONDITIONS, PRECEDENT TO CLOSING DATE 

SECTION 9.1 Occurrence of Closing Pats . The Clos- 
ing shall take place at the offices of Wachtell, Lipton, 

Rosen & Katz, 299 Park Avenue, New York, New York, or at such 
other location as shall be agreed upon by the Required Lend- 
ers, the Agent and the Collateral Agent. The Closing shall 
be subject to the satisfaction^ (or waiver by each Lender) of 
the following conditions: 

(a) Documents . The Agent shall have received a 
sufficient number of copies for each Lender of all of the 
following, each duly executed and dated the Closing Date (or 
such other date as shall be acceptable to the Lenders) , in 
form and substance satisfactory to each Lender: 

(i) Agreement . Counterparts of this Agree- 
ment, duly executed and delivered by each DJT En- 
tity and each Lender or, in the case of any Lender 
from which an executed counterpart shall not have 
been so received by the Agent, the Agent shall have 
received, telegraphic, telex, or other written con- 
firmation from such Lender that it has executed and 
dispatched by courier to the Agent a counterpart of 
this Agreement; 

(ii) Resolutions . Certified copies of the 
resolutions (or equivalent partnership action) of 
each DJT Entity and, if the DJT Entity is a 
partnership, of each partner of such DJT Entity 
which is not an individual and whose consent to the 
transactions herein, in any Existing Agreement 
Amendment or in any other Loan Document is neces- 
sary or which is an Affiliate approving the execu- 
tion and delivery of this Agreement, any Existing 
Agreement Amendment and all other Loan Documents, 
if any, to which such DJT Entity is a party and the 
consummation by such DJT Entity of the transactions 
contemplated hereby and thereby? 

(iii) Certificates . A certificate of the Sec- 
retary or an Assistant Secretary (or equivalent 
partnership officer) of each DJT Entity, certifying 
the name, title and true signature of each officer 
of such DJT Entity authorized to execute this 
Agreement, the Notes of such DJT Entity, any Exist- 
ing Agreement Amendment and all other Loan 
Documents, to which such DJT Entity is a party; 
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(iv) DJT couns el Opinion . An opinion of 
outside counsel to DJT, such counsel to be accept-* 
able to the Lenders (which shall provide that DJT 
has requested that such opinion be so delivered) , 
addressed to the Lenders, in fora and substance 
reasonably satisfactory to each Lender, and cover- 
ing such other matters as the Lenders may reason- 
ably request; 

(V) DJT Entity Counsel Opinion . An opinion 
of outside counsel to each of the DJT Entities and 
counsel to each of the partners whose consent to 
the transactions contemplated by this Agreement, 
any Existing Agreement Amendment and any other Loan 
Document is necessary or which is an Affiliate and 
which are not individuals of each DJT Entity which 
is a partnership, such counsel in each case to be 
acceptable to the Lenders, addressed to the Lenders 
(which shall provide that each of the DJT Entities 
has requested that such opinion be so delivered), 
in form and substance reasonably satisfactory to 
each Lender, and covering such other matters as the 
Lenders may reasonably request; 

(vi) Good Standing . Documents reasonably re- 
quested by the Lenders relating to the existence 
and good standing of each DJT Entity and, if the 
DJT Entity is a partnership, of each partner of 
such DJT Entity which is not an individual and 
whose consent to the transactions herein in any 
Existing Agreement Amendment or in any other Loan 
Document is necessary or which is an Affiliate; 

(vii) Guaranties . The Guaranties and the Spe- 
cial Guaranties and all Collateral Agreements and 
all Special Collateral Agreements duly executed and 
delivered by each of the parties thereto, in full 
force and effect, in the case of any of the forego- 
ing which are to be recorded, in recordable form, 
together with evidence satisfactory to the Lenders, 
the Agent and the Collateral Agent that all filings 
with Governmental Authorities necessary to perfect 
the Liens in the Collateral granted under the Col- 
lateral Agreements and the Liens in the Special 
Collateral granted under the Special Collateral 
Agreements have been made, and delivery to the 
Agent or the Collateral Agent (or other party 
contemplated by the applicable Collateral Agree- 
ments) of all Collateral possession of which is 
necessary for perfection (including, without 
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limitation, all stock certif icatse, stock povers 
•xecuted in blank, instruments, certificate of 
title, chattel paper, and recognition agreements), 
and delivery t6 the respective Lenders of all 
Special Collateral possession of vhich is necessary 
for perfection (including, without limitation, all 
stock certificates, stock powers executed in blank, 
instruments, certificate of title, chattel paper, 
and recognition agreements) ; 

(viii) Consents . All consents, in form and sub- 
stance satisfactory to the Lenders, from third par- 
ties (including, without limitation, the Casino 
Control Commission, the Division of Gaming Enforce- 
ment and any other Governmental Authorities) neces- 
sary to permit the execution, delivery and consum- 
mation of this Agreement, each Existing Agreement 
Amendment and each other Loan Document, including, 
without limitation, the effective granting of the 
Liens (including the Liens on Equity Interests of 
the Casino Entities) under the Collateral Agree- 
ments and the Special Collateral Agreements, in 
each case with the priority contemplated thereby; 

(ix) Loan Documents . Each of the Loan Docu- 
ments, duly executed and delivered by each of the 
parties thereto and in full force and effect, in 
form and substance satisfactory to the Lenders; 

(x) Existing. A gr^^ment,Amgiidrnentg> Evidence 
satisfactory to the Lenders that (A) all conditions 
to the effectiveness of the Existing Agreement 
Amendments have been satisfied or duly waived and 
that the Existing Agreement Amendments and all 
documents being executed in connection therewith 
have been fully executed and delivered, which Ex- 
isting Agreement Amendments and all documents being 
executed in connection therewith shall be in form 
and substance satisfactory to each Lender and (B) 
all conditions to the effectiveness of the First 
Amendment to Mortgage, Assignment of Rentals, 
Security and Consolidation, Modification, Extension 
and Spreader Agreement, dated as of the date 
hereof, between Plaza Operating Partners Ltd., a 
Texas Limited Partnership and Citibank, N.A.; the 
First Amendment to Mortgage Notes Modification 
Agreement, dated as of the date hereof, between 
Plaza Operating Partners Ltd., and Citibank, N.A.; 
and the First Amendment to Amended and Restated 
Credit Agreement, dated as of the date hereof, 
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between Citibank, N. A. as Agent and Trump Shuttle, 
Inc. have been satisfied or duly waived and that 
such amendments and all documents being executed in 
connection therewith have been fully executed and 
delivered, which such amendments and all documents 
being executed in connection therewith shall be in 
form and substance satisfactory to each Lender; 

(xi) Capital Events . A certificate of DJT, 
certifying all Capital Events which have occurred 
on or after May 1, 1990, in form and substance 
satisfactory to the Lenders; 

(xii) Rsllanc.fi. Letters, a reliance letter ad- 
dressed to each Lender, the Agent and the Col- 
lateral Agent, in form and substance satisfactory 
to the Lenders, providing that the Lenders, the 
Agent and the Collateral Agent may rely on any 
financial statement, certificate, report, opinion 
or other document delivered to the Banks or the 
Agent in connection with the closing of the New 
Credit Facility as if such financial statement, 
certificate, report, opinion or other document were 
addressed to, certified for, or executed and 
delivered to, such Lender, Agent or Collateral 
Agent. Each such reliance letter shall be duly 
executed and delivered by the Person or Persons 
certifying or executing and delivering, as the case 
may be, such financial statements, certificate, 
report, opinion or other document pursuant to the 
New Credit Facility, or, if there is no such 
Person, by the DJT Entities; 

(xiii) Named Insured , The Lenders shall have 
been added as additional insureds on liability 
insurance policies to the extent contemplated by 
Section 6.1(f) of Exhibit E as if such provision 
were in effect; and 

(xiv) Other . Such other documents as the 
Agent, the Collateral Agent or any Lender may rea- 
sonably request. 

(b) No Default . No Uniform Event of Default, 
Foreclosure Event, Existing Foreclosure Event or Special 
Foreclosure Event shall have occurred and shall be continu- 
ing, and the representations and warranties of each Lender 
contained in Section 2.1 and of each DJT Entity contained in 
Article VIII shall be true and correct in all material 
respects as of the Closing Date. 
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(c) Net Cash Proceeds . If any Capital Event shall 
have occurred on or after May 1, 1990 and prior to the Clos- 
ing Date, the procedures 'set forth in Article III shall have 
been followed as if such sale had taken place after the Clos- 
ing Date and, concurrently with or prior to the Closing Date, 
the proceeds of such sale shall be applied in accordance with 
Article III as if such sale had occurred immediately follow- 
ing the Closing Date. 

(d) New Credit Facility . The initial funding 
contemplated by the New Credit Facility shall have occurred 
or shall occur contemporaneously with the Closing Date; the 
New Credit Facility shall be in full force and effect; and no 
default or event of default shall have occurred thereunder. 

(e) Payments p f Fe es a nd. Expenses- djt shall have 
delivered to each Lender a bank check or immediately avail- 
able funds constituting payment in full of all costs, legal 
fees and related disbursements for which any DJT Entity is 
responsible pursuant to this Agreement. 

SECTION 9.2 Conditions for the Benefit of the 
Lenders . The conditions set forth in Section 9.1 are for the 
exclusive benefit of the Lenders. If the Closing Date shall 
be deemed to have occurred, no transaction which is deemed to 
take place or to have become effective in connection there- 
with may be rescinded by any Lender or any DJT Entity or any 
Person claiming by, through or on behalf of any Lender or any 
DJT Entity as a result of the subsequent discovery or allega- 
tion that in fact any of such conditions precedent failed to 
be satisfied at the Closing Date. The provisions of this 
Agreement (other than Articles X and XII) shall terminate if 
the Closing Date shall not have occurred on or before August 
24, 1990 (as such date may be extended from time to time by 
the consent of all Lenders) . 


ARTICLE X 

THE__AGENT AND THE COLLATERAL AGENT 

SECTION 10.1 Appointment of Agent . Each Lender 
hereby approves Bankers Trust Company acting as Agent and as 
Collateral Agent as herein specified. Each Lender hereby ir- 
revocably authorizes the Agent and the Collateral Agent to 
take such action on its behalf under the provisions of this 
Agreement and the Collateral Agreements and to exercise such 
powers and to perform such duties hereunder and thereunder as 
are specifically delegated to or required of the Agent or the 
Collateral Agent by the terms hereof and thereof and such 
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other powers as are reasonably incidental thereto. The Agent 
and the Collateral Agent may perform any of their respective 
duties hereunder by or through their respective agents or 
employees. Neither the Agent nor the Collateral Agent shall 
be deemed the agent or collateral agent of any lender under 
any Existing Collateral Agreement or Special Collateral 
Agreement nor the agent or the collateral agent of MMB for 
any Palm Beach Debt Obligation which is not a Covered Debt 
Obligation. 

SECTION 10.2 Nature of Duties of Acrent and Col - 
lateral Agent . Neither the Agent nor the Collateral Agent 
shall have any duties or responsibilities hereunder except 
those expressly set forth in this Agreement. Neither the 
Agent nor the Collateral Agent nor any of their respective 
officers, directors, employees or agents shall be liable for 
any action taken or omitted by it as such hereunder or in 
connection herewith, unless caused by its gross negligence or 
willful misconduct. The duties of the Agent and Collateral 
Agent shall be mechanical and administrative in nature; 
neither the Agent nor the Collateral Agent shall have by 
reason of this Agreement, or any of the Collateral Agree* 
ments, a fiduciary relationship in respect of any Lender; and 
nothing in this Agreement or any of the Collateral Agree- 
ments, expressed or implied, is intended to or shall be so 
construed as to impose upon the Agent or the Collateral Agent 
any obligations in respect of this Agreement or the Col- 
lateral Agreements except as expressly set forth herein. 
Without limiting the generality of the foregoing, DJT shall 
be entitled to rely on the accuracy and authority of any 
written communication given to DJT by the Agent or the Col- 
lateral Agent and expressly signed by the Agent or the Col- 
lateral Agent, respectively, in that capacity. 

SECTIOM 10.3 Lack of Reliance on the Agent and 
Collateral Agent . (a) Independently and without reliance 
upon the Agent or the Collateral Agent, each Lender, to the 
extent it deems appropriate, has made and shall continue to 
make (i) its own independent investigation of the financial 
condition and affairs of each DJT Entity in connection with 
the taking or not taking of any action in connection here- 
with, and (ii) its own appraisal of the creditworthiness of 
each DJT Entity, and, except as expressly provided in this 
Agreement or the Collateral Agreements, neither the Agent nor 
the Collateral Agent shall have any duty or responsibility, 
either initially or on a continuing basis, to provide any 
Lender with any credit or other information with respect 
thereto, whether coming into its possession before the Clos- 
ing Date or at any time or times thereafter. 
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(b) Neither the Agent nor the Collateral Agent nor 
any Lender shall be responsible to any Lender for any recit- 
als, statements, information, representations or warranties 
herein, in any Existing Agreement Amendment, in any of the 
Collateral Agreements, in any other Loan Document or in any 
document, certificate or other writing delivered in connec- 
tion herewith or therewith or for the execution, effective- 
ness, genuineness, validity, enforceability, collectibility, 
priority or sufficiency of this Agreement, any Existing 
Agreement Amendment, the Collateral Agreements, the Notes, 
any other Loan Document or any such other document, 
certificate or writing or the financial condition of any DJT 
Entity or be required to make any inquiry concerning either 
the performance or observance of any of the terms, provisions 
or conditions of this Agreement, any Existing Agreement 
Amendment, the Notes, any of the Collateral Agreements, any 
other Loan Document or any such other document, certificate 
or writing, or the financial condition of any DJT Entity, or 
the existence or possible existence of any Uniform Default or 
Uniform Event of Default. 

section 10.4 certain Ri g hts th e A gen t a nd Cq I- 

lateral Agent . If the Agent or the Collateral Agent shall 
request instructions from the Required Lenders with respect 
to any act or action (including the failure to act) in con- 
nection with this Agreement, the Agent or the Collateral 
Agent, as the case may be, shall be entitled to refrain from 
such act or taking such action unless and until the Agent or 
the Collateral Agent, as the case may be, shall have received 
instructions from the Required Lenders; and neither the Agent 
nor the Collateral Agent shall incur liability to any Person 
by reason of so refraining. Without limiting the foregoing, 
no Lender shall have any right of action whatsoever against 
either the Agent or the Collateral Agent as a result of the 
Agent or the Collateral Agent, as the case may be, acting or 
refraining from acting hereunder in accordance with the 
instructions of the Required Lenders. 

SECTION 10.5 Reliance bv Agent anj Collateral 
Agent . The Agent and the Collateral Agent each shall be 
entitled to rely, and shall be fully protected in relying, 
upon any note, writing, resolution, notice, statement, cer- 
tificate, telex, teletype or telecopier message, cablegram, 
radiogram, order or other documentary, teletransmission or 
telephone message believed by it to be genuine and correct 
and to have been signed, sent or made by the proper Person. 

The Agent and the Collateral Agent may consult with legal 
counsel (including counsel for any DJT Entity), independent 
public accountants and other experts selected by it and shall 
not be liable for any action taken or omitted to be taken by 
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it in good faith in accordance with the advice of such 
counsel, accountants or experts. 

SECTION 10.6 Indemnification of Agent and Col - 
lateral Agent . To the extent the Agent or the Collateral 
Agent is not reimbursed and indemnified by any DJT Entity, 
each Lender will reimburse and indemnify the Agent and the 
Collateral Agent, in proportion to the amount of its respec- 
tive Deferred Principal Obligation representing a Covered 
Debt Obligation outstanding as of the Closing Date, for and 
against any and all liabilities, obligations, losses, dam- 
ages, penalties, actions, judgments, suits, costs, expenses 
(including reasonable counsel fees and disbursements) or 
disbursements of any kind or nature whatsoever which may be 
imposed on, incurred by or asserted against the Agent or the 
Collateral Agent in performing its duties hereunder or under 
the Collateral Agreements, in any way relating to or arising 
out of this Agreement or the Collateral Agreements; provided 
that no Lender shall be liable for any portion of such li- 
abilities, obligations, losses, damages, penalties, actions, 
judgments, suits, costs, expenses or disbursements resulting 
from, in the case of the Agent, the Agent's gross negligence 
or willful misconduct or, in the case of the Collateral 
Agent, the Collateral Agent's gross negligence or willful 
misconduct. Without limiting the rights of the Agent or the 
Collateral Agent pursuant to this Section 10.6, if any Lender 
is an agent for participants, assignees or otherwise under 
any Existing Debt Credit Agreement, such Lender shall 
nonetheless be required to reimburse and indemnify the Agent 
or the Collateral Agent, as the case may be, to the extent 
set forth in this Section 10.6 as if such Lender were the 
holder of all the Existing Debt Obligations in respect 
thereof and neither the Agent nor the Collateral Agent shall 
be required to seek reimbursement or indemnification from any 
such participant or assignee or otherwise. In the event a 
court of competent jurisdiction shall have determined in any 
action or proceeding that any conduct of the Agent or the 
Collateral Agent, including any act taken or omitted, did not 
constitute gross negligence or willful misconduct, no Lender 
shall later assert, including in any action or proceeding, 
that such conduct constituted gross negligence or willful 
misconduct hereunder. 

SECTION 10.7 The. Agent and. Collateral Agent in 
Their Individual Capacity . With respect to their obligations 
under this Agreement and the Collateral Agreements, their 
Existing Debt Obligations and any Notes issued to them, the 
Agent and the Collateral Agent each shall have the same 
rights and powers hereunder as any other Lender or holder of 
a Note and may exercise the same as though they were not 


-91 



549 


performing the duties specified herein; and the terms 
"Required Lenders", "holders of Notes", or any similar terms 
shall, unless the context clearly otherwise indicates, be 
determined as if the Agent and the Collateral Agent were not 
the Agent and the Collateral Agent hereunder, respectively, 
but only one of the Lenders. The Agent and the Collateral 
Agent may accept deposits from, lend money to, and generally 
engage in any kind of banking, trust, financial advisory or 
other business with, any DJT Entity or any Affiliate of DJT 
as if they were not performing the duties specified herein, 
and may accept fees and other consideration from any DJT 
Entity or any such Affiliate for services in connection with 
this Agreement and otherwise without having to account for 
the same to the Lenders. 

SECTION 10.8 Holders of Note s. The Agent and the 
Collateral Agent may deem and treat the Lenders specified on 
Schedule III as the owners of any Notes which such Schedule 
III indicates have been issued to such respective Lenders for 
all purposes hereof unless and until a written notice of the 
assignment or transfer thereof shall have been filed with the 
Agent and the Collateral Agent. Any request, authority or 
consent of any Person who, at the time of making such request 
or giving such authority or consent, is the holder of any 
Note shall be conclusive and binding on any subsequent 
holder, transferee or assignee of such Note or of any Note or 
Notes issued in exchange therefor. 

SECTION 10.9 Successor Agent . (a) Either of the 
Agent and the Collateral Agent may resign at any time by giv- 
ing written notice thereof to the Lenders and the DJT Enti- 
ties and may be removed at any time with or without cause by 
the Required Lenders (calculated, for purposes of this clause 
of this Section 10.9(a) only, as if any Lender which is the 
Agent or the Collateral Agent, as the case may be, held no 
Covered Debt Obligations) ; provided , however , that neither 
the Agent nor the Collateral Agent may give notice and 
resign, or be removed, as Agent or Collateral Agent hereunder 
unless the Agent and the Collateral Agent shall give notice 
and resign, or be removed, as both Agent and Collateral Agent 
hereunder; and provided , further , that neither the Agent nor 
the Collateral Agent may give notice and resign, or be 
removed, as Agent or Collateral Agent under this Agreement 
without simultaneously giving notice and resigning, or being 
removed, as the case may be, as agent under the New Credit 
Facility. Upon any such resignation or removal, the Required 
Lenders shall have the right, upon five days' notice to the 
DJT Entities, to appoint a successor Agent or Collateral 
Agent; provided , however , that any successor Agent or Col- 
lateral Agent shall also simultaneously be appointed as both 
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Agent and Collateral Agent hereunder; and provided , further , 
that any such successor Agent or Collateral Agent shall also 
simultaneously be appointed as agent under the New Credit 
Facility. If no successor Agent or Collateral Agent r as the 
case may be, shall have been so appointed by the Required 
Lenders and shall have accepted such appointment, within 30 
days after the retiring Agent's or Collateral Agent's giving 
of notice of resignation or the removal of the Agent or Col- 
lateral Agent by the Required Lenders, then, upon 5 days' 
notice to the DJT Entities, the retiring Agent or Collateral 
Agent may, on behalf of the Lenders, appoint a successor 
Agent or Collateral Agent, as the case may be, in either case 
which shall be a bank which maintains an office in the United 
States, or a commercial bank organized under the laws of the 
United States of America or of any State thereof, or any Af- 
filiate of such bank, having a combined capital and surplus 
of at least $50,000,000? provided , however , that any such 
successor Agent or Collateral Agent shall also simultaneously 
be appointed as both Agent and Collateral Agent hereunder; 
and provided , further , that any such successor Agent or Col- 
lateral Agent shall also simultaneously be appointed as agent 
under the New Credit Facility. 

(b) Upon the acceptance of any appointment as 
Agent or Collateral Agent hereunder by a successor Agent or 
Collateral Agent, as the case may be, such successor Agent or 
Collateral Agent shall thereupon succeed to and become vested 

i with all the rights, powers, privileges and duties of the 

: retiring Agent or Collateral Agent, and the retiring Agent or 

Collateral Agent shall be discharged from its duties and 
< obligations under this Agreement and all other Loan Documents 

and, in the case of the Collateral Agent, under this Agree- 
ment, the Collateral Agreements and all other Loan Documents. 
After any retiring Agent's or Collateral Agent's resignation, 
in either case, arising thereafter, or removal hereunder as 
Agent or Collateral Agent, as the case may be, the provisions 
of this Article X shall inure to its benefit as to any ac- 
tions taken or omitted to be taken by it while it was Agent 
or Collateral Agent under this Agreement or any Collateral 
Agreement, as the case may be. 

(c) In the event that neither the Required Lenders 

\ nor the Agent appoint a successor Agent and Collateral Agent 

5 within the periods described in paragraph (a) above, each of 

the Agent and Collateral Agent may in its sole discretion 
immediately resign without any further notice to either the 
Lenders or any DJT Entity. Upon such resignations, each of 
the retiring Agent and Collateral Agent shall be discharged 
* from its duties and obligations thereafter arising under this 

l Agreement, the Collateral Agreements and all other Loan 
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Documents. Simultaneously with the retiring Agent's and Col- 
lateral Agent' s resignations under this Agreement, the retir- 
ing Agent and Collateral Agent shall also be deemed to have 
resigned under each of the New Credit Facility, New Money 
Collateral Agreements and any other Loan Document in connec- 
tion with which the retiring Agent and Collateral Agent acted 
as agent, all without further notice of any kind. Upon such 
resignation, the Collateral Agent shall promptly assign all 
Liens created in favor of the Collateral Agent under the Col- 
lateral Agreements to each of the Lenders, jointly. Im- 
mediately upon such resignation, all references in this 
Agreement, the Collateral Agreements and the other Loan 
Documents to the Agent or the Collateral Agent shall be 
deemed to be references to each Lender severally and each 
Lender hereby accepts any such assignment. 

SECTION 10.10 Authorization . Each Lender hereby 
authorizes the Agent to act as Agent as contemplated by this 
Agreement on behalf of and for the benefit of that Lender. 
Each Lender hereby authorizes the Collateral Agent to receive 
or acknowledge the Guaranties and the Collateral Agreements 
(if required thereunder) and to take all actions contemplated 
to be taken by the Agent or the Collateral Agent under this 
Agreement or any Collateral Agreement, as the case may be. 
Each Lender agrees that no Lender shall have any right 
individually to seek or to enforce any Guaranty or to 
exercise any Foreclosure Rights with respect to any Col- 
lateral pursuant to the Collateral Agreements, it being 
understood and agreed that such rights and remedies may be 
exercised by the Collateral Agent for the benefit of the 
Lenders upon the terms of the Guaranties, the Collateral 
Agreements and this Agreement. 


ARTICLE XI 
INTERCOMPANY NOTES 

SECTION ll.l Intercompany Notes . 

(a) In the event that, on or after June 26, 1990, 
DJT shall loan or advance any cash to any other DJT Entity, 
such DJT Entity shall duly execute and deliver payable to the 
order of DJT, as evidence of such DJT Entity's obligation to 
pay principal of and interest on (at an annual interest rate 
which is 1% above the Prime landing Rate) such loan or amount 
a non-negotiable note in the form and having the terms and 
conditions contemplated by the New Credit Facility and this 
Article XI (an "Intercompany Note") . Each Obligor on any 
Intercompany Note shall cause such note to be paid in accord- 
ance with the terms hereof and thereof. Except as provided 
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in Section 11.2 or as expressly provided on Schedule VIII , 
the principal of and interest on any Intercompany Note shall 
be paid monthly from (and shall be due and payable to the 
extent of) the Entity Operating Cash Flow of the DJT Entity 
vhich is the Obligor thereof to the extent such Entity 
Operating Cash Flow would be included in Operating Cash Flow 
in the applicable period and from the Net Cash Proceeds of 
any Capital Event with respect to any asset owned by such DJT 
Entity (but not from the proceeds of any Capital Event with 
respect to any Equity Interest of such DJT Entity) prior to 
the repayment of any Indebtedness other than any Indebtedness 
which is secured by a Lien created by an Existing Collateral 
Agreement or first priority mortgage on any asset owned by 
(as compared to an Equity Interest in) such Obligor. Each 
Intercompany Note shall be subordinate to any Indebtedness of 
the Obligor thereof which is secured by a Lien created by an 
Existing Collateral Agreement on any asset owned by (as 
compared to an Equity Interest in) such Obligor. No 
Intercompany Note shall be amended to increase the interest 
rate thereon, alter any other payment terms thereof or alter 
the order of priority of prepayment thereof as contemplated 
by this Agreement (including, without limitation. Schedule 
VIII) without the consent of any Lender which is entitled, 
pursuant to this Agreement (including, without limitation. 
Schedule VIII), to receive any Net Cash Proceeds with respect 
to a Capital Event involving any asset owned by such Obligor 
(as compared to an Equity Interest in such Obligor) prior to 
any prepayment of such Intercompany Note. 


SECTION 11.2 Special Intercompany Note Piovisio ns. 
(a) Notwithstanding Section 11.1, the following Intercompany 
Notes shall be paid out of Net Cash Proceeds pursuant to the 
provisions of Section 3.2(a): 

(i) any Intercompany Note of the Trump Tower 
(the N Tower Note*) , which shall be paid as provided on 
Schedule VIII? 

(ii) any Intercompany Note of Plaza Operating 
Partners Ltd. (the "Plaza Note"), which shall be paid as 
provided on Schedule VIII? and 

(iii) any Intercompany Note of the Shuttle (the 
"Shuttle Note"), which shall be paid as provided on 
Schedule VIII. 

(b) Notwithstanding Sectior 11.1, the principal of 
and interest on the following Intercompany Notes shall be 
paid from the Entity Operating Cash Flow of the Obligor 
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thereof to the extent, and only to the extent, provided 
below: 


(i) the Tower Note shall be paid from the 
Entity Operating Cash Flow of the Obligor thereof prior 
to the establishment of an $1,400,000 operating reserve 
to the extent that the proceeds of such Tower Note were 
utilized by such Obligor to pay real estate taxes or 
other expenses approved by Chase; 

(ii) the Plaza Note shall be paid from the 
Entity Operating Cash Flow of the Obligor thereof only 
to the extent the proceeds of such Plaza Note were 
utilized by such Obligor to pay real estate taxes owed 
in respect of the property known as the "Plaza Hotel" 
(plus an additional amount equal to the amount of 
interest which would accrue on the amount of such taxes 
to the extent such Plaza Note has not been prepaid at a 
rate equal to the Prime Lending Rate plus 1% per annum, 
compounded monthly) and only if the Obligor has 
available funds in an operating reserve account at 
Citibank N.A. (after first deducting therefrom any 
outstanding and unpaid checks) in an amount greater than 
the sum of (x) $5,000,000 and (y) any accrued and unpaid 
interest in connection with the Indebtedness secured by 
the existing first mortgage on the property known as the 
"Plaza Hotel" and any accounts payable of such Obligor 
outstanding for more than 60 days; provided . however , 
that the proceeds of the Plaza Note shall be deemed to 
have been utilized to pay real estate taxes either (x) 
to the extent the Obligor thereof has so utilized such 
proceeds, or (y) has an obligation to pay such taxes and 
has deposited such proceeds in escrow for the payment 
thereof; and 

(iii) the Shuttle Note shall not be payable or 
prepayable from any Entity Operating Cash Flow of the 
Obligor thereof. 

(c) Notwithstanding Section 11.1, any Intercompany 
Note of Trump Taj Mahal Associates Limited Partnership (the 
"Taj Note") shall be paid solely from the Entity Operating 
Cash Flow of the Obligor thereof and not from the Net Cash 
Proceeds of any Capital Event. 

(d) Notwithstanding Section 11.1, any Intercompany 
Note of the Castle shall be paid from (and shall be due and 
payable to the extent of) the Net Cash Proceeds of any 
Capital Event with respect to any asset owned by Castle only 
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after the prepayment of the Midlantic Castle Working Capital 
Loan pursuant to Section 3 . 2 (a) (ii) (B) . 


* 



* t 


£ 


h' 

* 




i 

i 


g 


ARTICLE XII 



SECTION 12.1 Notices . All notices, requests and 
other communications to any party hereunder shall be in writ- 
ing (including bank wire or telex) and shall be given to such 
party at its address by registered mail or air courier or 
telex number set forth on the signature pages hereof or such 
other address or telex number as such party may hereafter 
specify by notice to the Agent, the Collateral Agent, the 
Lenders and DJT? provided , howeve r that no notices, requests 
or other communications may be given by telecopy or similar 
teletransmission . Any notice, request or other communication 
permitted or required to be given to any DJT Entity hereunder 
shall be valid if given to DJT. Each such notice, request or 
other communication shall be effective (i) if given by telex, 
when such telex is transmitted to the telex number specified 
on the signature pages hereof and the appropriate answerback 
is received, (ii) if given by mail, 72 hours after such com- 
munication is deposited in the mails with first class postage 
prepaid, addressed as aforesaid or (iii) if given by any 
other means (including, without limitation, by air courier), 
when delivered at the address specified on the signature 
pages hereof? provided that notices to any Lender, the Agent 
or any Collateral Agent shall not be effective until 
received. 


SECTION 12.2 Amendments, Etc. No amendment of any 
provision of this Agreement, any Note or any other Loan 
Document (other than the Existing Debt Credit Agreements) 
shall in any event be effective unless the same shall be in 
writing and approved by the Required Lenders, and no waiver 
of any provision of this Agreement, any Note or any other 
Loan Document (other than the Existing Debt Credit Agree- 
ments) , nor any consent to any departure by any DJT Entity 
therefrom, shall in any event be effective unless the same 
shall be in writing and approved by the Required Waiving 
Lenders, and, in any such case, then such waiver or consent 
shall be effective only in the specific instance and for the 
specific purpose for which given; provided that no such 
amendment, waiver or consent shall, unless in writing and 
approved by all the Lenders, do any of the following: 

(i) subject to Section 9.2, waive any of the conditions 
specified in Article IX, (ii) subject the Lenders to any ad- 
ditional obligations, (iii) reduce the principal of, or 
interest on, any Note or any fees to be paid hereunder. 
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(iv) postpone any date any payment in respect of principal 
of, or interest on, any Note is to be made, or any fees here- 
under are to be paid, (v) change the unpaid principal amount 
of any Note, or the number or identity of Lenders, vhich 
shall be required for the Lenders or any of them to take any 
action hereunder, (vi) amend this Section 12.2 or Section 
12.4, (vii) amend or waive Article II, Article III or Article 
IV (or any provision providing for consent, acceptance or 
other action by all Lenders to require less than all Lenders) 
or the definitions of the terms used in such Articles (or 
provisions) or (viii) release (other than as may be required 
in order to consummate a Capital Event) any Collateral; and 
provided , further , that no such amendment, waiver or consent 
shall, unless in writing and signed by the Agent and the Col- 
lateral Agent in addition to the Lenders required hereinabove 
to take such action, affect the rights or duties of the Agent 
or the Collateral Agent, respectively, under this Agreement 
or any Note. Notwithstanding anything herein to the 
contrary, a waiver of a Uniform Event of Default following 
the declaration thereof pursuant to Exhibit A shall not be 
deemed effective unless the same shall be in writing and 
signed by the Required Waiving Lenders. Without limiting the 
generality of the foregoing, the Required Waiving Lenders 
shall be entitled (x) to waive a Uniform Default arising 
pursuant to the events described in clause (b) of Item 13 of 
Exhibit A or any other breach of the terms and conditions of 
this Agreement arising out of the events described in such 
clause (b) or (y) to consent to the action which, without 
such consent, would constitute such a Uniform Default. Any 
consent, acceptance or other action hereunder which requires 
the consent of the Required Lenders when so taken shall be 
deemed to bind all Lenders hereunder. Notwithstanding the 
foregoing, amendments to Article X shall not require the 
consent of any DJT Entity. Notwithstanding anything to the 
contrary contained herein, no term or provision of this 
Agreement or any other Loan Documents shall be construed to 
limit or otherwise affect the rights, remedies or obligations 
(including, without limitation, the right to amend, restate 
or otherwise modify the terms or conditions of any 
agreements, instruments or other documents) of any of the 
lenders (or the agent therefor) under or otherwise in 
connection with, or the rights and obligations of Trump- 
Equitable Fifth Avenue Company, Plaza Hotel or DJT or any of 
his other Affiliates under or otherwise in connection with, 
the first mortgage loans in respect of the properties of DJT 
and his Affiliates known as the M Trump Tower" and the "Plaza 
Hotel" and all agreements, Instruments or other documents 
executed and delivered in connection therewith, as the same 
may be amended, restated, modified, extended, renewed or 
refinanced. 
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SECTION 12.3 No Waiver: Remedies Cumulative . No 
failure or delay on the part of the Agent, the Collateral 
Agent or any Lender or ahy holder of any Note in exercising 
any right or remedy hereunder, thereunder or under any Exist- 
ing Debt Credit Agreement and no course of dealing between 
any DJT Entity and the Agent, the Collateral Agent or any 
Lender or the holder of any Note shall operate as a waiver 
thereof, nor shall any single or partial exercise of any 
right or remedy hereunder or under any Note preclude any 
other or further exercise thereof or the exercise of any 
other power, privilege, right or remedy hereunder. The 
rights and remedies herein expressly provided are cumulative 
and not exclusive of any rights or remedies which the Agent, 
the Collateral Agent or any Lender or the holder of any Note 
would otherwise have. No notice to or demand on any DJT 
Entity not required hereunder or under any Note in any case 
shall entitle any DJT Entity to any other or further notice 
or demand in similar or other circumstances or constitute a 
waiver of the rights of the Agent, the Collateral Agent, the 
Lenders or the holder of any Note to any other or further 
action in any circumstances without notice or demand. 

SECTION 12.4 Payment of Expenses. Etc. The DJT 
Entities jointly and severally agree to: 

(i) pay to the Agent for its own account a non- 
refundable fee of $100,000 payable on the Closing Date 
and an annual nonrefundable fee of $100,000, payable on 
each anniversary of the Closing Date until there are no 
outstanding Existing Debt Obligations; 

(ii) whether or not the tr ons hereby con- 

templated are consummated, pay, t ^ptly after invoice 
therefor, all out-of-pocket costs and expenses of each 
Lender, the Agent and the Collateral Agent incurred in 
connection with this Agreement, including in the ad- 
ministration (both before and after the execution hereof 
and including advice of counsel as to the rights and du- 
ties of the Agent or the Collateral Agent or such Lender 
with respect thereto) of, and in connection with the 
preparation, execution and delivery of, preservation of 
rights under, enforcement of, and refinancing, 
renegotiation or restructuring of, this Agreement, the 
Notes, the Existing Debt Credit Agreements, the Loan 
Documents and any other documents and instruments 
referred to herein or therein and any amendment, supple- 
ment, waiver, consent or other modification relating 
hereto or thereto (including, without limitation, the 
fees and disbursements of counsel (including allocated 
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costs of internal counsel) , accountants and consultants 
for the Agent or the Collateral Agent and for any of the 
Lenders) ; 

(iii) pay and hold each of the Lenders harmless from 
and against any and all present and future stamp, 
mortgage recording taxes and other similar taxes vith 
respect to the foregoing matters and save each Lender 
harmless from and against any and all liabilities with 
respect to or resulting from any delay or omission to 
pay such taxes; and 

(iv) indemnify the Agent, the Collateral Agent, and 
each Lender and the respective officers, directors, 
employees, representatives and agents of each from, and 
hold each of them harmless against, any and all costs, 
losses, liabilities, claims, damages or expenses 
incurred by any of them (whether or not any of them is 
designated a party thereto) arising out of or by reason 
of any investigation, litigation or other proceeding, or 
threatened proceeding, related to any actual or proposed 
use by any DJT Entity or any Affiliate of DJT of the 
proceeds of any of the Existing Debt Obligations or any 
DJT Entity's entering into and performing, or otherwise 
arising in connection with, this Agreement, any Note, 
any Existing Debt Credit Agreement or the Loan Docu- 
ments, including, without limitation, the fees and 
disbursements of counsel (including allocated costs of 
internal counsel) incurred in connection with any such 
investigation, litigation or other proceeding. 

If and to the extent that the obligations of the DJT Entities 
under this Section 12.4 are unenforceable for any reason, 
each DJT Entity hereby jointly and severally agrees to make 
the maximum contribution to the payment and satisfaction of 
such obligations which is permissible under applicable law. 
The obligations of the DJT Entities under this Section 12.4 
shall survive any termination of this Agreement and the pay- 
ment of any Note. 

SECTION 12.5 Right of Setoff . Subject to Article 
III, in addition to and not in limitation of all rights of 
offset that any Lender or other holder of any Note may have 
under applicable law, each Lender or other holder of any Note 
shall, upon the occurrence of any Uniform Event of Default 
and whether or not such Lender or such holder has made any 
demand or any DJT Entity's obligations are matured, have the 
right to appropriate and apply to the payment of any DJT 
Entity's obligations hereunder and under any Note, all 
deposits (general or special, time or demand, provisional or 
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final) then or thereafter held by and other indebtedness or 
property then or thereafter owing to DJT by such Lender or 
other holder, whether or not related to this Agreement or any 
transaction hereunder. 

SECTION 12.6 Benefit of Agreement , (a) This 
Agreement shall be binding upon and inure to the benefit of 
and be enforceable by the respective successors and assigns, 
and heirs, distributees, legatees and administrators, of the 
parties hereto, provided that no DJT Entity may assign or 
transfer any of its interest hereunder without the prior 
written consent of the Lenders. 

(b) Any Lender may make, carry or transfer the 
Existing Debt Obligations at, to or for the account of, any 
of its branch offices or the office of an Affiliate of such 
Lender. 


(c) Subject to Section 12.6(d) and to any ap- 
plicable consent required by the Casino Control Commission, 
any Lender may assign its rights (but may not delegate its 
obligations) under this Agreement or assign, or sell 
participations in, all or any part of any Existing Debt 
Obligations made by it or any other interest herein or in any 
Note to another bank or other entity in which event (i) in 
the case of an assignment, upon notice thereof by such Lender 
to DJT and the Agent, the assignee shall have, to the extent 
of such assignment (unless otherwise provided therein) , the 
same rights and benefits as it would have if it were a Lender 
hereunder and the holder of a Note; and (ii) in the case of a 
participation, the participant shall not have any rights 
under this Agreement or any Note or any other document 
delivered in connection herewith (the participant's rights 
against such Lender in respect of such participation to be 
those set forth in the agreement executed by such Lender in 
favor of the participant relating thereto) and all amounts 
payable by the DJT Entities under Article III hereof shall be 
determined as if the Lender had not sold such participation. 
Subject to the terms of any applicable confidentiality agree- 
ment, the Lender may furnish any information concerning any 
DJT Entity in the possession of the Lender from time to time 
to assignees and participants (including prospective as- 
signees and participants) . 

(d) Notwithstanding Section 12.6(c), no Lender may 
assign all or any part of any Existing Debt Obligation to 
DJT, any other DJT Entity, any other Affiliate of DJT or any 
Person listed on Schedule 1(a); provided , however , that the 
foregoing shall not prevent any payment on any guaranty in 
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accordance with the tens of this Agreement and the ap- 
plicable Existing Debt Credit Agreement. 

SECTION 12.7 Governing Law: Submission t o Juris - 
diction . (a) This Agreement and the rights and obligations 
of the parties hereunder and under any other Loan Document 
(except to the extent explicitly provided to the contrary 
therein) shall be construed in accordance with and be gov- 
erned by the law (without giving effect to the conflict of 
lav principles thereof) of the State of Hew York. 

(b) Any legal action or proceeding with respect to 
this Agreement, any Note, any Existing Debt Credit Facility 
or any Loan Document or any document related hereto or 
thereto may be brought in the courts of the County of New 
York, State of Hew York or of the United States of America 
for the Southern District of New York, and, by execution and 
delivery of this Agreement, each DJT Entity hereby accepts 
for himself or itself and in respect of his or its property, 
generally and unconditionally, the non-exclusive jurisdiction 
of the aforesaid courts. 

(c) Nothing in this Section 12.7 shall affect the 
right of the Lender or any holder of any Note to serve 
process in any manner permitted by lav or to commence legal 
proceedings or otherwise proceed against any DJT Entity in 
any other jurisdiction. 

(d) WITH RESPECT TO ANY SUCH ACTION OR PROCEEDING, 
THE PARTIES HERETO HEREBY IRREVOCABLY WAIVE TRIAL BY JURY, 

AND EACH DJT ENTITY HEREBY IRREVOCABLY WAIVES ANY OBJECTION, 
INCLUDING, WITHOUT LIMITATION, ANY OBJECTION TO THE LAYING OF 
VENUE OR BASED ON THE GROUNDS OF FORUM NON CONVENIENS . WHICH 
IT MAY NOW OR HEREAFTER HAVE TO THE BRINGING OF ANY SUCH 
ACTION OR PROCEEDING IN SUCH RESPECTIVE JURISDICTIONS. 

SECTION 12.8 Acknowledgments . Each DJT Entity 
hereby severally acknowledges that (a) it has been advised by 
counsel in the negotiation, execution and delivery of this 
Agreement and the other Loan Documents to which it is a 
party, (b) it has made an independent decision to enter into 
this Agreement and the other Loan Documents to which it is a 
party, without reliance on any representation, warranty, 
covenant or undertaking by the Agent, the Collateral Agent or 
any Lender, (c) there are no representations, warranties, 
covenants, undertakings or agreements by the parties hereto 
as to this Agreement or any other Loan Documents except as 
specifically provided herein and therein, (d) neither the 
Agent, the Collateral Agent nor any Lender has any fiduciary 
obligation toward any DJT Entity or any of their respective 
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Affiliates with respect to this Agreement or any other Loan 
Document, (e) the relationship between the DJT Entities, on 
the one hand, and each Lender, on the other hand, pursuant to 
this Agreement and the other Loan Documents is and shall be 
solely that of debtor and creditor, respectively, and (f) no 
joint venture exists either between the DJT Entities and the 
Lenders or any Lender or among any one or more of the Lenders 
as a group. 

SECTION 12.9 Counterparts . This Agreement may be 
executed in any number of counterparts and by the different 
parties hereto on separate counterparts, each of which when 
so executed and delivered shall be an original, but all of 
which shall together constitute one and the same instrument. 

SECTION 12.10 Effectiveness; Sur vival of Indemni- 
ties . This Agreement shall become effective on the date on 
which all of the parties hereto shall have signed a copy 
hereof (whether the same or different copies) and shall have 
delivered the same to the Agent pursuant to Section 12.1 or, 
in the case of the Lenders, shall have given to the Agent 
written or telex notice (actually received) at such office 
that the same has been signed and mailed to it. Each DJT 
Entity's obligations under Sections 4.1(f) and 12.4 hereof 
shall survive the payment in full of the Existing Debt 
Obligations. All representations and warranties made 
hereunder and in any document, certificate or statement 
delivered pursuant hereto or in connection herewith shall 
survive the execution and delivery of this Agreement. 

SECTION 12.11 Palm Beach Existing Agreement Amendr 
ment to Govern . Notwithstanding anything to the contrary 
contained herein, other than Section 2.1 (as in effect on the 
Closing Date) , as between this Agreement and the Existing 
Agreement Amendment applicable to the Palm Beach Credit 
Agreement (as in effect on the Closing Date) , if the express 
terms of such Existing Agreement Amendment (as in effect on 
the Closing Date) conflict with any provision of this Agree- 
ment, the provisions of such Existing Agreement Amendment, to 
the extent inconsistent with any provision of this Agreement, 
shall govern. 

SECTION 12.12 Headings Descriptive . The headings 
of the several sections and subsections of this Agreement, 
and any Table of Contents, are inserted for convenience only 
and shall not in any way affect the meaning or construction 
of any provision of this Agreement. 

SECTION 12.13 Severability . Every provision of 
this Agreement, every Existing Agreement Amendment and other 
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Loan Docunant dalivarad pursuant harato, is intandad to bs 
savarabla* In ths svant any tara or provision of this Agras- 
aant, any Existing Agreement Amendment or othar Loan Document 
shall ba daclarad by a court of conpatant jurisdiction to bs 
illagal or invalid for any raason whatsoever, such illagality 
or invalidity shall not affact the balanca of tha terns and 
provisions of this Agreement^ or of such Existing Agrssasnt 
Amendment or othar Loan Document, as tha casa may ba, which 
tarns and provisions shall raaain binding and enforceable. 
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IN WITNESS WHEREOF, th® parti®® h®r®to hav® signed, 
or caus®d th®ir duly ®l®ct®d officer to sign, their name 
hereto as of the date first written above. 


DONALD J. TRUMP 

TRUMP TAJ MAHAL ASSOCIATES LIMITED PARTNERSHIP 
TRUMP TAJ MAHAL, INC. 

TRUMP TAJ MAHAL FUNDING, INC. 

TRUMP TAJ MAHAL REALTY CORP. 

TRUMP PLAZA ASSOCIATES 

TRUMP BOARDWALK REALTY CORPORATION 

TRUMP PLAZA FUNDING, INC. 

TRUMP SEASHORE ASSOCIATES 
TRUMP SEASHORE ASSOCIATES, INC. 

TRUMP'S CASTLE ASSOCIATES LIMITED PARTNERSHIP 
TRUMP'S CASTLE HOTEL ( CASINO, INC. 

TRUMP'S CASTLE FUNDING, INC., f/k/a TCH Financial Corp. 
TRUMP CRYSTAL TOWER ASSOCIATES LIMITED PARTNERSHIP, d/b/a 
Trump Regency Hotel and Trump Regency 
DJT ACQUISITION CORP., a New Jersey Corporation 
HELICOPTER AIR SERVICES, INC. 

DONVAN ENTERPRISES, INC., f/k/a Donvan Aviation, Inc. 

THE TRUMP-EQUITABLE FIFTH AVENUE COMPANY 
TIPPERARY REALTY CORP. 

REG-TRU EQUITIES, LTD. 

THE TRUMP CORPORATION 
PLAZA OPERATING PARTNERS LTD. 

DJT PLAZA HOTEL CORP. 

PENN YARDS ASSOCIATES 
PENN YARDS REALTY CORP. 

P.Y. PROPERTIES, INC. 

PY ASSOCIATES, LTD. 

PARK SOUTH ASSOCIATES 
B. PLAZA REALTY CORP. 

THE EAST 61 ST. COMPANY 
PLAZA CONSULTING CORP. 

TRUMP SHUTTLE, INC., f/k/a Trump Shuttle. Operating Corp. 
TRUMP PALM BEACHES CORPORATION 
ALIBAN, INC. 

THE TRUMP-ALEXANDER'S COMPANY 

DJT ACQUISITION CORP., a New York Corporation 

MONDAY REALTY CORP. 

TRUMP WEST REALTY CORP. 

DT AIR CORP. 

TRUMP HOTEL MANAGEMENT CORP. 

SEASHORE FOUR ASSOCIATES 
TRUMP JFK HOTEL ASSOCIATES, L.P. 

DJT TRUMP PARKING 
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ST. MORITZ HOTEL ASSOCIATES 
50-56 CENTRAL PARK SOUTH CORP. 

AMELS USA, INC. 

FOOTBALL GENERALS INC. 

MORITZ REALTY CORP. 

PARC CONSULTING, INC. 

THE TRUMP HOTEL CORPORATION 
THE TRUMP PLAZA CORPORATION 
TOYS AT TRUMP, INC. 

TRUMP AIRLINES HOLDING CORP. 

TRUMP ASPEN PROPERTIES, INC. 

TRUMP AUSTRALIA, INC. 

TRUMP BASEBALL, INC. 

TRUMP BEVERLY HILLS HOTEL CORP. 

TRUMP CASH CALL CO., INC. 

TRUMP CITY CORPORATION 
TRUMP COLUMBIA, INC. 

TRUMP ENTERPRISES, INC. 

TRUMP ICE, INC. 

TRUMP INTERNATIONAL MARKETING, INC. 

TRUMP JFK HOTEL DEVELOPMENT CORP. 

TRUMP NEVADA INC. 

TRUMP ORGANIZATION, INC. 

TRUMP PAYROLL CORP. 

TRUMP PRINCESS CORP. 

TRUMP SPORTS « ENTERTAINMENT CO., INC. 

TRUMP TRAVEL AGENCY, INC. 

TRUMP WEST PALM BEACH REALTY CORP. 

DONALD J. TRUMP d/b/a THE TRUMP PALACE COMPANY 


By: Donald J. Truap, Individually and in hia capacity as a 

duly authorized officer, general partner, or other 
authorised signator, as the case say be, of each of 
the above DJT Entities or of any entity that is a 
general partner of any entity listed above 
725 Fifth Avenue 
New York, N.Y. 10022 

Telex: 427715; Answerback Code: TRUMP UI 

Harvey Freeman 

725 Fifth Avenue 

New York, N.Y. 10022 

Telex: 427715; Answerback Code: TRUMP UI 
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Senior Extcutiv* Officer 

The Trump Organisation 

725 Fifth Avenue 

Nav York, N.Y.* 10022 

Telex: 427715; Ansverback Coda: 

Gar.aral Counaal 

The Trump Organisation 

725 Fifth Avanua 

Nav York, N. Y. 10022 

Talax: 427715; Anawarback Coda: 


Gerald Schrager, Esq. 
Dreyer 4 Traub 
101 Park Avanua 
New York, N.Y. 10178 

Jack H. Nuasbaum, Esq. 
Willkie Farr 4 Gallagher 
One Citicorp Canter 
153 East 53rd Street 
Nav York, N.Y. 10022 


BANKERS TRUST COMPANY, 

aa a Lander, aa Agent, 
and aa Collateral Agent 


By: Deborah L. Harmon 

Vice Preoident 
Bankers Trust Company 
Real Batata Finance Group-2 1W 
Attn.: R. Gun the 1 

280 Park Avanua 
Nav York, N.Y. 10017 
Talax: (ITT) 420066? Ansverback Coda: 


TRUMP UI 


TRUMP UI 


BANTRUST 


107 - 



565 


THE CHASE MANHATTAN BANK, N.A. 


By: William C. KcCahill, Jr. 

Senior Vice President 

The Chase Manhattan Bank, N.A. 

Att. : Real Estate Finance 

101 Park Avenue 

New Vork, N.Y. 10018 

Telex: (MCI) 62910; Answerback Code: 


CITIBANK, N.A. , 

In its capacity as agent 
under that certain $135,000,000 
Credit Agreement, dated as of 
June 7, 1989 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, 2one 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

(Telecopy: (212) 793-0158) 
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CITIBANK, N.A., 

In its capacity as agent 
under that certain $125,000,000 
Loan Agreement, dated as of 
July 21, 1988, by and between 
D.J. Trump and Citibank 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

[Telecopy: (212) 793-0158) 


CITIBANK, N. A. , 

In its capacity as Lender 
under that certain Amended 
and Restated Loan Agreement, 
dated as of October 26, 1987 
(as amended by letter amendments 
dated October 26, 1988, 

October 26, 1989 and April 26, 1990) 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

(Telecopy: (212) 793-0158} 
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CITICORP CREDIT SERVICES, INC., 

Card Acceptance Division 
in connection with that certain 
Agreement, dated as of June 7, 1989 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

(Telecopy: (212) 793-0158] 


CITIBANK, N.A., 

In its capacity as an obligee 
under that certain Interest Rate 
Swap Agreement, dated as of 
September 5, 1989 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

[Telecopy: (212) 793-0158] 
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CITIBANK, N.A. , 

In its capacity as an agent 
under the Notes Modification 
Agreement, dated as of 
February 14, 1989, made by 
Donald J. Trump d/b/a/ 

The Trump Palace Company, 

as amended and any related agreements 


By: Peter Baumann 

Vice President 
Citicorp, N.A. 

599 Lexington Avenue 
24th Floor, Zone 8 
New York, N.Y. 10043 

Telex: ; Answerback Code: 

[Telecopy: (212) 793-0158] 


MANUFACTURERS HANOVER TRUST COMPANY 


By: Richard J. Peiser 

Vice President 

Manufacturers Hanover Trust Company 

270 Park Avenue 

New York, N.Y. 10017 

Telex: 128145? Answerback Code: MHTCO(A) (B)NYK 
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MIDLANTIC NATIONAL BANK 


By: W.T. Smith, III 

Senior Vice President 

Midlantic National Bank 

Att.: National Corporate Banking Dept. 

499 Thornall Street 

Edison, N.J. 08837 

Telex: 66499; Answerback Code: MIDL VW 


FIRST FIDELITY BANK, 

NATIONAL ASSOCIATION, NEW JERSEY 


By: Francis X. Murphy 

Senior Vice President 
First Fidelity Bancorporation 
550 Broad Street 
Newark, N.J. 07102 

Telex: 178108; Answerback Code: FFB NJ NWKUT 


FIRST FIDELITY BANK, 

NATIONAL ASSOCIATION, SOUTH JERSEY 


By: 


Route 541 and Sunset Road 

Berlington, NJ 08016 

Telex: ; Answerback Code: 
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FIDELITY BANK, NATIONAL ASSOCIATION, 


By: 


Broad and Walnut Streets 

Philadelphia, PA 19109 

Telex: ; Answerback Code 


NATIONAL WESTMINSTER BANK USA 


By: Joseph G. Wessely 

Vice President 

National Westminster Bank USA 

Real Estate Division 

592 Fifth Avenue 

New York, N.Y. 10036 

Telex: 220999; Answerback Code: 


NBUP 
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BOSTON SAFE & DEPOSIT COMPANY 


By: Steven R. Busch 

Vice President 

Boston Safe t Deposit Company 
One Boston Place 
2d Floor 

Boston, MA 02108 

Telex: 174393; Answerback Code: 


MARINE MIDLAND BANK, N. A. 


By: Jane S. O' Day 

Vice President 
Marine Midland Bank, N. A. 

250 Park Avenue 
Suite 1215 

New York, N.Y. 10177 

Telex: 62822; Answerback Code: 
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Exhibit A 


UNIFORM EVENTS OF DEFAULT 


Upon the occurrence of any of the following events 
(other than an event specified in Item 5(a) -(h) with respect 
to DJT, which shall immediately constitute a Uniform Event of 
Default) , the Agent, upon the request of any Lender shall 
send a notice to each Lender specifying the circumstances 
described in such Lender's request and inquiring of each 
Lender whether it has determined to declare a Uniform Event 
of Default or to waive the occurrence of a Uniform Event of 
Default and the Uniform Default giving rise thereto. If 
within 20 Business Days of the date of such notice by the 
Agent, the Required Lenders shall have given notice, to the 
Agent that they have elected to declare a Uniform Event of 
Default, a Uniform Event of Default shall be deemed to have 
occurred. If within such 20 Business Day period, the 
Required Waiving Lenders shall have elected to waive the oc- 
currence of a Uniform Event of Default and the Uniform 
Default giving rise thereto, such waiver shall be deemed to 
have occurred. If neither such declaration or waiver shall 
occur within such 20 Business Day period, the Agent shall 
send a second notice to the Lenders making the same inquiry 
as such first notice. If within 20 Business Days of the date 
of such second notice, the Required Lenders shall have given 
notice to the Agent that they have elected to declare a 
Uniform Event of Default, a Uniform Event of Default shall be 
deemed to have occurred. If within such 20 business day 
period, the Required Waiving Lenders shall have elected to 
waive the occurrence of a Uniform Event of Default, and the 
Uniform Default giving rise thereto, such waiver shall be 
deemed to have occurred; PROVIDED . HOWEVER . THAT ANY LENDER 
THAT SHALL NOT HAVE RESPONDED TO SUCH SECOND NOTICE WITHIN 20 
BUSINESS DAYS THEREOF SHALL BE DEEMED TO HAVE WAIVED THE OC- 
CURRENCE OF SUCH UNIFORM EVENT OF DEFAULT AND THE UNIFORM 
DEFAULT GIVING RISE THERETO. 

1. Non-Payment . Default in the payment when due 
of any amount (including any mandatory prepayment) of 
principal, interest or other amount payable by any IXJT Entity 
pursuant to Section 3.2 or Schedule VIII. 

2. Non-Compliance with Agreements . (a) The 
failure by DJT to observe or perform any covenant or agree- 
ment contained in Sections 6.1(c), (f) , (g) , (h) or (i), 6.3, 
or 6.4 (a) -(g) of Exhibit E? or (b) the failure by DJT to 
observe or perform any other covenant or agreement under this 
Agreement or, except as may otherwise be specified therein, 
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any of the other Loan Documents (other than those referred to 
in Item 1 or in clause (a) above) and, if capable of being 
remedied, such failure shall remain unremedied for 30 days, 
in the case of clause (b) , if such covenant or agreement is 
then in effect in accordance with Article VI. 

3. Representations and Warranties . Any represen- 
tation, statement or warranty made or deemed to be made by 
any DJT Entity under or in connection with this Agreement or 
any other Loan Document shall not have been true and correct 
in all material respects when made or deemed to be made. 

4 . Cross-Default . (a) Any Event of Default (as 
such term is defined in the New Credit Facility) shall occur 
if such default shall have continued without waiver or cure 
for 20 days after the expiration of any applicable grace 
period or (b) DJT or any of his Affiliates shall fail to make 
any payment in respect of any Indebtedness (other than 
Indebtedness under the New Credit Facility) for borrowed 
money (including leases) which payments aggregate $5,000,000 
or more when due or within any applicable grace period if the 
holder of such Indebtedness would be able to take any action 
directly or indirectly against DJT as the obligor, a guaran- 
tor, a general or limited partner of any partnership, a 
participant in any joint venture, a stockholder, officer or 
director of a corporation or in any other capacity, whether 
by operation of law or otherwise, for the repayment of such 
Indebtedness (or any portion thereof or interest thereon or 
any other sums payable in respect thereof) either then or 
upon an acceleration of such Indebtedness, or any event or 
condition shall occur which results in the acceleration of 
the maturity of any such Indebtedness in the aggregate 
outstanding amount of $5 million or more or which would en- 
able (or, with the giving of notice or lapse of time or both, 
would enable) the holder of such Indebtedness or any Person 
acting on such holder's behalf to accelerate the maturity 
thereof. 


5. Bankruptcy . (a) DJT or any of his Affiliates 
shall commence a voluntary case concerning such Person under 
Title 11 of the United States Code entitled "Bankruptcy” as 
now or hereafter in effect, or any successor thereto (the 
"Bankruptcy Code") ; or (b) an involuntary case is commenced 
against DJT or any of his Affiliates and the petition is not 
controverted within 90 days, or is not dismissed within 90 
days, after commencement of the case; or (c) a custodian (as 
defined in the Bankruptcy Code) is appointed for, or takes 
charge of, all or any substantial part of the property of DJT 
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or any of his Affiliates; or (d) DJT or any of his Affiliates 
commences any other proceeding under any reorganization, ar- 
rangement, adjustment of debt, relief of debtors, dissolu- 
tion, insolvency or liquidation or similar lav of any 
jurisdiction whether now or hereafter in effect relating to 
DJT or such Person or there is commenced against DJT or any 
of his Affiliates any such proceeding which remains 
undismissed for a period of 90 days; or (e) DJT or any of his 
Affiliates is adjudicated insolvent or bankrupt; or (f) any 
order of relief or other order approving any such case or 
proceeding is entered; or (g) DJT or any of his Affiliates 
suffers any appointment of any custodian or the like for such 
Person or any substantial part of such Person's property to 
continue undischarged or unstayed for a period of 90 days; or 
(h) DJT or any of his Affiliates makes a general assignment 
for the benefit of creditors; or (i) DJT or any of his Af- 
. filiates shall fail to pay, or shall state that such Person 
is unable to pay, or shall be unable to pay, such Person's 
debts generally as they become due; or (j) DJT or any of his 
Affiliates shall by any act or failure to act indicate such 
Person's consent to, approval of or acquiescence in any of 
the foregoing; or (k) any action is taken by DJT or any of 
his Affiliates for the purpose of effecting any of the 
foregoing; provided that, for purposes of this Item 5, the 
term "Affiliates" shall not be deemed to include any Hew 
Ventures or any other Person listed on Schedule 6.0 to the 
New Credit Facility. 

6. Loan Documents . This Agreement or any other 
Loan Document shall cease for any reason to be in full force 
and effect, other than as a direct result of any action or 
inaction of the Agent, Collateral Agent or the Lenders not 
contemplated by this Agreement or any other Loan Documents, 
or any DJT Entity shall so assert in writing, or any of the 
Liens created by the Collateral Agreements or the Special 
Collateral Agreements shall cease to be enforceable or shall 
not have the priority purported to be created thereby. 

7. Adverse Judcrment . Judgments or orders for the 
payment of money in excess of $5,000,000 in the aggregate, or 
otherwise materially adverse to the business, condition 
(financial or otherwise), operations, prospects or assets of 
DJT or any of his Affiliates (other than those Affiliates 
which are Hew Ventures and the Shuttle) , shall be rendered 
against DJT or any of his Affiliates (other than those Af- 
filiates which are Hew Ventures and the Shuttle) and such 
judgments or orders shall continue unsatisfied (in the cate 
of a money judgment) and in effect for a period of 60 days 
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during which execution shall not be effectively stayed or 
deferred (whether by action of a court, by agreement or 
otherwise) ; provided, however, that this Item 7 shall not 
apply in the event of a judgment or order entered for the 
benefit of any Lender solely in connection with the exercise 
of Foreclosure Rights by such Lender pursuant to this Agree- 
ment in accordance with Section 2.2(g). 

8. Material Adverse Change . Any material adverse 
change shall occur since May 31, 1990 in the business, condi- 
tion (financial or otherwise), results of operations, assets, 
or prospects of DJT or any of his Affiliates (other than 
those Affiliates which are Hew Ventures, the Shuttle and 
those Affiliates listed on Schedule 6.0 to the Hew Credit 
Facility) which would materially impair the ability of DJT to 
perform his obligations under this Agreement and repay the 
Hotes or to comply with the Business Plans or the ability of 
any DJT Entity to perform their obligations under the 
Guarantees, the Special Guarantees, the Collateral Agree- 
ments, the Special Collateral Agreements or other Loan 
Documents to which they are parties (the fact that a given 
occurrence or event (or the failure to occur of such occur- 
rence or event) is not specifically identified in the other 
sections of this Exhibit A does not imply that such occur- 
rence or event (or failure thereof to occur) does not or can- 
not constitute a material adverse change for purposes of this 
Item 8) . 


9. ERISA . A Plan shall fail to maintain the 
minimum funding standard required by Section 412 of the Code 
for any plan year or a waiver of such standard is sought or 
granted under Section 412(d), or a Plan is, shall have been 
or is to be imminently, terminated or the subject of termina- 
tion proceedings under ERISA, or DJT or an ERISA Affiliate 
has incurred or is imminently to incur a liability to or on 
account of a Plan under Section 4062, 4063, 4064, 4201 or 
4204 of ERISA, and there shall result from any such event or 
events either a liability or a material risk of incurring a 
liability to the PBGC or a Plan, which, in the reasonable 
opinion of the Required Lenders, will have a material adverse 
effect upon the business, financial condition, results of 
operations or prospects of DJT and his Affiliates, taken as a 
whole . 

10. DJT Death or Incapacity . DJT shall die or 
become incapacitated. 
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11. Casino Control . Any license or other 
governmental consents material to the ownership or operation, 
or the holding of a Lien granted under any Collateral Agree- 
ment or Special Collateral Agreement on any Equity Interests, 
of any Casino Entity shall expire without renewal cr be 
suspended or revoked or DJT or any of his Affiliates shall be 
prohibited from operating casinos, or holding any such Lien, 
under any of such licenses or consents and such prohibition 
shall not have been removed within 30 days; any regulatory or 
judicial body shall make any determination or take any action 
which materially adversely affects DJT's or any of his Af- 
filiates' or any other Person's ability to own and operate, 
directly or indirectly, any Casino Entity, Including, without 
limitation, a determination by the Casino Control Commission 
or the Division of Gaming Enforcement that DJT or any of his 
Affiliates or any other such Person is a "Disqualified 
Person" under Section 86 of the Casino Control Act? or a 
conservator shall be appointed for any of the Casino Entities 
by the CasinQ Control Commission. 

12. Property Loss . There shall occur the loss, 
theft, substantial damage to or destruction of any portion of 
the Collateral or the Special Collateral not -fully covered by 
insurance which by itself or with other such losses, thefts, 
damage or destruction of the Collateral or the Special Col- 
lateral shall materially impair the value or the operations 
of DJT or any of his Affiliates (except Mew Ventures and 
those Affiliates listed on Schedule 6.0) or there shall occur 
the exercise of the right of condemnation or eminent domain 
on any portion of the Collateral or the Special Collateral 
which by itself or with other such exercises of the right of 
condemnation or eminent domain shall materially impair the 
value or the operations of DJT or any of his Affiliates 
(except New Ventures and those Affiliates listed on Schedule 
6 . 0 ) . 


13. Casino Events . Either (a) any Person or 
Persons (whether or not Lenders) shall institute any proceed- 
ings seeking to foreclose or otherwise to realize upon a 
consensual Lien in any asset of any Casino Entity or any 
Equity Interest in any Casino Entity securing Indebtedness in 
the amount of $5,000,000 or more in the aggregate or (b) DJT 
or any Affiliate of DJT shall take any action in connection 
with the refinancing or restructuring of any Casino Indenture 
which, directly or indirectly, results in, or will imminently 
result in, the dilution or reduction of DJT's ownership of 
Equity Interests in any Casino Entity. 
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Notwithstanding any of the foregoing provisions of 
this Exhibit A, none o** the following shall in and of itself 
constitute an event which, upon declaration by the Required 
Lenders in accordance with the first paragraph of this 
Exhibit A, would become a Uniform Event of Default: (a) any 

Person commences to exerci&e, or exercises, any Foreclosure 
Rights with respect to the Shuttle or any Equity Interest in 
the Shuttle, (b) any Equity Interest in the Shuttle is 
transferred to any of the financial institutions who are 
lenders secured by any assets of, or Equity Interest in, the 
Shuttle immediately prior to the date hereof (or their suc- 
cessors and assigns) (collectively, the "Shuttle Lenders") 
whether as a result of the exercise of Foreclosure Rights or 
otherwise, or (c) any default or event of default occurs in 
any Existing Debt Credit Agreement, Existing Collateral 
Agreement, Special Collateral Agreement or Collateral Agree- 
ment relating to the Shuttle or any Equity Interest in the 
Shuttle. 
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Exhifrit-P 


UNIFORM REPRESENTATIONS AND WARRANTIES 

DJT hereby represents and warrants as follows: 

Section 8.1. Corporate Existence . Each DJT Entity, and 
each individual general partner of each DJT Entity which is a 
partnership, is an entity duly organized, validly existing 
and in good standing under the laws of the State of its 
organization. 

Section 8.2. Authorization; .Violation- The execu- 
tion, delivery and performance by each DJT Entity of the New 
CreditTacility , the Security Documents and the Loan 
Documents (as both such terms are defined in the New Credit 
Facility) , this Agreement, the Existing Agreement Amendments 
and the other Loan Documents to which such DJT Entity is a 
party do not violate or create a default under any provision 
of any applicable Governmental Act or any contractual provi- 
sion or other restrictions or limitations binding on or af- 
fecting DJT or any of his property. Except as may be set 
forth on Schedule 4.02 to the New Credit Facility, the execu- 
tion, delivery and performance by each DJT Entity of the 
Guaranties, the Special Guaranties, the Collateral Agree- 
ments, the Special Collateral Agreements, the Existing Agree- 
ment Amendments and each other Loan Document to which it is a 
party, and the execution, delivery and performance by each 
DJT Entity of the New Credit Facility, and Security Documents 
and the other Loan Documents (as both such terms are defined 
in the New Credit Facility) to which it is a party, (i) are 
within such DJT Entity's corporate, partnership or joint 
venture powers, as the case may be, (ii) have been duly 
authorized by all necessary corporate, partnership or joint 
venture actions, as the case may be, (iii) do not violate or 
create a default under any provision of applicable 
Governmental Act, or such DJT Entity's organizational 
documents, and (iv) do not violate or create a default under 
any contractual provision or other restriction or limitation 
binding on or affecting such DJT Entity or any of its 
property, which violation or default referred to in this 
clause (iv) might have a materia] adverse effect on the busi- 
ness, condition (financial or otherwise), results of opera- 
tions, assets or prospects of DJT or any of his Affiliates. 

Section 8.3. Governmental Approvals . No authorization 
or approval or other action by, and no notice to or filing or 
registration with, any Governmental Authority is required in 
connection with the execution, delivery and performance by 
any DJT Entity of this Agreement, the Existing Agreement 
Amendments and the other Loan Documents to which it is a 
party, or in connection with the execution, delivery and 
performance by any DJT Entity of the New Credit Facility, the 
Security Documents and the other Loan Documents (as both such 
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terns are defined in the Hew Credit Facility) to which it is 
a party, except for the filings and consents scheduled on 
Schedule 4.03 to the New Credit Facility, all of which have 
already been obtained or made. 

Section 8.4. Binding Effect . This Agreement consti- 
tutes, and the Existing Agreement Amendments and the other 
Loan Documents when executed and delivered will constitute, 
legal, valid and binding obligations of each DJT Entity which 
is a party thereto, and the New Credit Agreement, the 
Security Documents and the other Loan Documents (as both such 
terms are defined in the New Credit Facility) when executed 
and delivered will constitute legal, valid and binding 
obligations of each DJT Entity which is a party thereto, in 
each case enforceable against each such DJT Entity in ac- 
cordance with their respective terms, except as may be 
subject to (i) the effect of any applicable bankruptcy, 
insolvency, reorganization, moratorium or similar law affect- 
ing creditors' rights generally, and (ii) general principles 
of equity (regai'dless of whether such enforcement is sought 
in a proceeding in equity or at law) . 

Section 8.5 Financial Information . (a) The balance 
sheets of DJT and the Affiliates of DJT listed on Schedule 
3.0l(o) to the New Credit Facility, as at May 31, 1990, 
including in each case the related schedules and notes, true 
copies of which have been previously delivered to each of the 
Lenders, are complete and correct and fairly present the 
financial condition of DJT and each of such Affiliates a6 at 
May 31, 1990, in accordance with generally accepted account- 
ing principles applied on a consistent basis, which 
principles, in the case of DJT, shall include, without 
limitation, Statement of Position (SOP) 82-1, Accounting and 
Financial Reporting for Personal Financial Statements, 

October 1, 1982, issued by the Accounting Standards Division 
of the American Institute of Certified Public Accountants. 

(b) The June 14, 1990 Report gives effect to the 
restructuring of certain Indebtedness under this Agreement 
and the advance of Loans (as defined in the New Credit Facil- 
ity) and the grant of Liens pursuant to the New Credit Facil- 
ity and the New Money Collateral Agreements and pursuant to 
this Agreement and the Special Collateral Agreements and the 
Collateral Agreements; the assumptions made in preparing the 
projections in the June 14, 1990 Report are reasonable and 
all material assumptions with respect to such projections are 
set forth therein; and the June 14, 1990 Report provides a 
reasonable estimation of future performance on a cash basis, 
subject to the uncertainty and approximation inherent in any 
projections and subject to ^he limitations and qualifications 
set forth therein; except, in each case to the extent 
disclosed in a letter to oe dated as of the Effective Date 
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(as such term is defined in the New Credit Facility) from 
Kenneth Leventhal & Co. to the Lenders, a copy of which shall 
be delivered to each Lender no later than the Effective Date 
(as such term is defined in the Hew Credit Facility). 

(c) Since May 31, 1990, there has been no material 
adverse change in the business, condition (financial or 
otherwise), results of operations, assets or prospects of DJT 
or of any of his Affiliates except those Affiliates of DJT 
set forth on Schedule 4.0 to the Mew Credit Facility. 

For purposes of determining whether the representation and 
warranty in Section 8.5(c) is true and correct and for 
purposes of determining whether an event of the type 
described in Item 8 of Exhibit A has occurred at any time 
after the Closing Date, the disclosures made in the letter 
dated as of the date hereof from Kenneth Leventhal & Co. to 
the Lenders referred to in Section 8.5(b) shall be deemed not 
to constitute a material adverse change in and of themselves; 
provided that in the event that any other changes not so 
disclosed shall have occurred at any time, such disclosures 
shall be taken into account together with such other changes 
for the purpose of determining whether a material adverse 
change has occurred. 

Section 8.6. Litigation . Except as set forth on Sched- 
ule 4.06 to the New Credit Facility, there is no action, suit 
or proceeding, or any governmental investigation or any 
arbitration, in each case pending or, to the knowledge of 
DJT, threatened against DJT or any of his Affiliates (except 
Affiliates of DJT set forth on Schedule 4.0 to the New Credit 
Facility) , or any material property of any such Person before 
any court or arbitrator or any Governmental Authority (i) 
which challenges the validity of this Agreement, any Existing 
Agreement Amendment or any other Loan Document or (ii) which 
if adversely determined would have a material adverse effect 
on the business, condition (financial or otherwise), results 
of operations, assets or prospects of DJT or of any of his 
Affiliates. 

Section 8.7. Use of Proceeds . The proceeds of the 
Loans (as defined in the New Credit Facility) will be used 
only for the purposes permitted by Section 5.01(h) thereof. 

No part of the proceeds of any Loan will be used co purchase 
or carry any Margin Stock. 

Section 8.8. Compliance with ERIS A. Each single- 
employer plan and, to the best of DJT's knowledge, each 
multiemployer plan, is in substantial compliance with ERISA; 
no Plan has an accumulated or waived funding deficiency 
within the meaning of Section 412 or Section 418B of the 
Code; as of the most recent valuation date for each Plan 
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which ia a mult iempl oyer plan, no withdrawal liability would 
be imposed on DJT, any of hia Affiliates or any ERISA Af- 
filiate if any ERISA Affiliate were to withdraw, completely 
or partially, from such Plan; no proceedings have been 
instituted to terminate any Plan; the sum of the liabilities 
in excess of assets of each Plan which is a single employer 
plan would not, in the aggregate, exceed $4,000,000 if each 
such Plan which has liabilities in excess of assets were to 
terminate on the date hereof; and none of DJT, any of his 
Affiliates or any ERISA Affiliate has incurred any material 
liability to or on account of a Plan under ERISA other than 
in the ordinary course of business, and no condition exists 
which presents a material risk to DJT or any of his Af- 
filiates of incurring such a liability. 

Section 8.9. Environmental Matters . Except as set 
forth in Schedule 4.09 to the New Credit Facility, to the 
best of DJT's knowledge nor.3 of the operations or properties 
of DJT or any of his Affiliates is the subject of Federal, 
state or foreign investigation evaluating whether any reme- 
dial action is needed to respond to a release of any Hazard- 
ous Substance (as hereinafter defined) into the environment, 
and none of DJT or any of his Affiliates has received any 
written communication since January 1, 1985 from a 
Governmental Authority that alleges that DJT or any of his 
Affiliates is not in compliai.ce, and, with respect to their 
operations and properties set forth on Schedule 4.09 to the 
New Credit Facility, DJT and his Affiliates are in compliance 
in all material respects, and to the best of the DJT's 
knowledge, the other operations or properties of DJT or any 
of his Affiliates are in compliance in all material respects, 
with all Federal, state, local or foreign laws, ordinances, 
codes, rules and regulations relating to the environment 
("Environmental Laws"). Each of DJT and each of his Af- 
filiates has filed all notices required to be filed under any 
Environmental Law indicating past or present treatment, stor- 
age or disposal of a Hazardous Substance or reporting a spill 
or release of a Hazardous Substance into the environment. 

With respect to the operations and properties set forth on 
Schedule 4.09 to the New Credit Facility, neither DJT nor any 
of his Affiliates has, and to the best of DJT's knowledge 
with respect to their other operations and properties, 
neither DJT nor any of his Affiliates has, any material 
contingent liability in respect of its business in connection 
with any Hazardous Substance. "Hazardous Substance" 
includes: (i) any hazardous, toxic or dangerous waste, 

substance or material defined as such in (or for the purposes 
of) the Comprehensive Environmental Response, Compensation 
and Liability Act, as amended, Super fund Amendments and 
Reauthorization Act and any so-called superfund or superlien 
lav, or any other Environmental Law, including Environmental 
Lavs relating to or imposing liability or standards or 
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conduct concerning any hazardous , toxic or dangerous waste, 
substance or material in effect on the date of this Agree* 
sent, (ii) asbestos or polychlorinated biphenyls (PCB's), and 
(iii) any other chemical, material or substance, exposure to 
which is prohibited, limited or regulated by any Federal, 
state, foreign or local governmental authority pursuant to 
any Environmental Law or any health and safety or similar 
law, code, ordinance, rule or regulation, order or decree, 
and which may or could pose a hazard to the health and safety 
of workers at or users of any properties of DJT or any of his 
Affiliates or cause damage to the environment. Except as set 
forth in Schedule 4.09 to the Hew Credit Facility, with 
respect to the operations and properties set forth on 
Schedule 4.09 to the Hew Credit Facility, there are no, and 
to the best of DJT's knowledge with respect to their other 
operations and properties, there are no, asbestos conditions 
existing at any property owned, leased or operated by DJT or 
any of his Affiliates that could give rise to any removal, 
encapsulation or other costs, whether in connection with any 
pending or future renovation, remodeling or otherwise. 

Section 8.10. Partnerships and Other Affiliates . 
Schedule 4.10 to the Hew Credit Facility states as of the 
date hereof the name, jurisdiction of organization and 
organizational nature of each of DJT's Affiliates, the name 
and percentage ownership of each holder who is an Affiliate 
and, to the best of DJT's knowledge, each other holder of any 
capital stock, partnership interests or any other Equity 
Interests of DJT's Affiliates, and all options, sales agree* 
ments, pledges, proxies, voting trusts, powers of attorney 
and other agreements or instruments binding on DJT, any of 
his Affiliates and, to the best of DJT's knowledge, any other 
holder of any such capital stock, partnership interests or 
other Equity Interests with respect to such ownership. 

Section 8.11. Assets: Contracts . Schedule 4.11 to the 
Hew Credit Facility sets forth a true and complete list as of 
the Closing Date of all assets having a book value or a fair 
market value in excess of $25,000 owned by RJT or any of his 
Affiliates and all Liens (whether direct or contingent) 
against DJT or any Affiliate or his or its assets, neither 
the fair market value nor the book value of the assets owned 
by DJT or any of his Affiliates and not included on Schedule 
4.11 to the Hew Credit Facility is, in the aggregate, in 
excess of $250,000. Except as set forth in Schedule 4.11 to 
the Hew Credit Facility and except with respect to the Af* 
filiates of DJT set forth on Schedule 4.0 to the Hew Credit 
Facility, as of the Closing Date neither DJT nor any of his 
Affiliates is a party to or is subject to any loan agreement, 
indenture, ground lease or material equipment lease. Except 
as disclosed in Schedule 4.11 to the Hew Credit Facility as 
of the Closing Date neither DJT, any of his Affiliates nor, 
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to the best of DJT's knowledge, any other party to any such 
agreements or instruments is in default thereunder (and no 
event has occurred which, but for the giving of notice, the 
passing of time or both, would constitute a default) which 
could have a material adverse effect on the business, condi- 
tion (financial or otherwise), operations or assets of DJT or 
any of his Affiliates (except Affiliates of DJT set forth on 
Schedule 4.0 to the New Credit Facility), nor do any grounds 
exist for claims of offset, counterclaim or recoupment which 
could be asserted against the DJT Taj Note, the Castle Note, 
the Intercompany Notes or any other intercompany Indebtedness 
which constitutes Collateral, all of which are, as of the 
date hereof, the only obligations for borrowed money between 
DJT or any of his Affiliates, on the one hand, and any of his 
Affiliates, on the other hand. 

Section 8.12. Title to Property . Except with respect 
to those Affiliates of DJT set forth on Schedule 4.0 to the 
New Credit Facility, Schedule 4.12 to the New Credit Facility 
sets forth a description of all real property owned by or 
leased to DJT or any of his Affiliates as of the date hereof. 
Except with respect to those Affiliates of DJT set forth on 
Schedule 4.0 to the New Credit Facility, each of DJT and his 
Affiliates has good and marketable title to all real property 
purported to be owned by such Person and good and marketable 
title to all other property purported to be owned by such 
Person, subject only to Permitted Liens. Except as set forth 
in Schedule 4.12 to the New Credit Facility, such property as 
is material to the business, operations, condition (financial 
or otherwise) or prospects of DJT or any of his Affiliates 
(except those Affiliates set forth on Schedule 4.0 to the New 
Credit Facility) or to the ability of DJT or any other DJT 
Entity to perform such Person's obligations under this Agree- 
ment or the other Loan Documents to which such Person is a 
party is in good operating condition and repair (except for 
such defects as may arise from ordinary wear and tear and 
which are repaired in the ordinary course of business) and 
such Person's use thereof conforms in all material respects 
to all laws applicable thereto. Except as may be set forth 
on Schedule 4.12 to the New Credit Facility, each of DJT and 
his Affiliates (except those Affiliates set forth on Schedule 
4.0 to the New Credit Facility) has full and complete right 
to the use and possession of all material properties pur- 
ported to be leased by such Person. Except as set forth on 
Schedule 4.12 to the New Credit Facility, each of DJT and his 
Affiliates (except those Affiliates set forth on Schedule 4.0 
to the New Credit Facility) is in compliance in all material 
respects with all material leases applicable thereto. No 
condemnation or similar proceedings are in progress, nor, to 
the best of DJT's or any of his Affiliates' knowledge, are 
any threatened, which affect or, to the best of DJT's 
knowledge, which could affect, any property of DJT or any of 
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his Affiliates (except those Affiliates set forth on Schedule 
4.0 to the Hew Credit Facility). 


Section 8.13. Insufance i Statements to Insurers . DJT 
and each other DJT Entity maintain with financially sound and 
reputable insurers insurance with respect to their properties 
and business against loss or damage of the kinds customarily 
insured against by prudent Persons in the same or similar 
businesses of types and in amounts (with deductible amounts) 
as is customary for such Persons under similar circumstances. 
All representations and warranties made by DJT or any other 
DJT Entity to any insurer in connection with any insurance 
required to be maintained hereunder or under any of the New 
Money Collateral Agreements were true and correct in all 
material respects when made. 

Section 8.14. Payment of Taxes, etc . DJT and each 
other DJT Entity have paid or are paying on a timely basis 
(i) all taxes, assessments and governmental charges imposed 
upon such Person or upon such Persons property, and (ii) 
except to the extent set forth on Schedule 4.14 to the New 
Credit Facility, all claims (including, without limitation, 
claims for labor, materials, supplies or services) which 
might, if unpaid, become a Lien upon such Person's property, 
except for, in each case, such amounts the validity or amount 
of which is being contested in good faith by appropriate 
proceedings and as to which DJT or such other DJT Entity, as 
applicable, has maintained adequate reserves in accordance 
with generally accepted accounting principles. 

Section 8.15. Compliance with Laws: Maintenance of 
Licenses, etc. DJT and each of his Affiliates (except those 
Affiliates set forth on Schedule 4.0 to the New Credit Facil- 
ity) are in compliance in all material respects with all ap- 
plicable Governmental Acts. DJT and his Affiliates have 
maintained in full force, and effect all licenses and other 
governmental consents necessary for (x) the ownership and 
operation of the Casino Entities by DJT and those Affiliates 
of DJT which currently operate or own, directly or 
indirectly, the Casino Entities; (y) the maintenance, valid- 
ity# enforceability and perfection of the Lien on such Per- 
son's Equity Interests in the Casino Entities in favor of the 
Collateral Agent on behalf of the Lenders provided for in the 
Collateral Agreements and in favor of the Lenders provided 
for in the Special Collateral Agreements; and (z) the owner- 
ship of any of his assets or the assets of any of his Af- 
filiates (except those Affiliates set forth on Schedule 4.0 
to the New Credit Facility) or the conduct by DJT or any of 
his Affiliates of any of their respective businesses. 

Neither DJT nor any of his Affiliates has received any notice 
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from any Governmental Authority, including, without limita- 
tion, the Casino Control Commission and the Division of Gam- 
ing Enforcement, of any violation of applicable Governmental 
Acts relating to the licenses and other consents and the 
operation and ownership of, or the holding of a Lien on any 
Equity Interest in, the Casino Entities. 

Section 8.16. Investme nt Company Act, etc. None of 
DJT's Affiliates is (a) an "investment company" or a company 
"controlled" by an "investment company", within the meaning 
of the Investment Company Act of 1940, as amended, or (b) 
subject to regulation under the Public Utility Holding 
Company Act of 1935, the Federal Power Act or any 
Governmental Act limiting such Person's ability to incur 
indebtedness for money borrowed or guarantee such indebted- 
ness or secure such indebtedness as contemplated hereby, by 
any other Loan Document or by any Existing Debt Credit Agree- 
ment Amendment. 

section 8.17. Tru e a nd-CgfflPlg&g- Disclo s ure . All writ- 
ten information heretofore or contemporaneously furnished by 
or on behalf of DJT or any of his Affiliates, and all other 
such written information hereafter furnished, to or on behalf 
of any of the Lenders is or will be, true and accurate in all 
material respects on the date as of which such information is 
dated or certified (except for any projections included 
therein, which are subject to the uncertainty and approxima- 
tion inherent in any projections) and not incomplete by omit- 
ting to state anything necessary to make such information not 
misleading at such time except to the extent later informa- 
tion could reasonably have been expected to supersede earlier 
information; provided that no such representation or warranty 
is made in this Section 8.17 with respect to the balance 
sheets, statements of operation and statements of operating 
cash flow, as of December 31, 1987, December 31, 1988, and 
December 31, 1989 of (a) those Affiliates of DJT whose 
financial statements for such periods were audited by Arthur 
Andersen & Co., (b) or of DJT, it being expressly understood 
that the exclusion of such financial statements is only an 
exclusion from this representation and warranty and that none 
of the Lenders are waiving, or should be deemed to be waiv- 
ing, any rights and remedies they may have with respect to 
such financial statements against any Person. There is noth- 
ing of which DJT is aware which would have a materially 
adverse effect on the business, condition (financial or 
otherwise) , prospects, operations or assets of DJT or any of 
his Affiliates which has not been disclosed to the Lenders in 
writing. All written statements of fact and representations 
herein, in any Existing Agreement Amendment or in any of the 
other Loan Documents, and in any other document, report, 
certificate, or other written statement or information 
delivered in connection herewith or therewith, are true and 
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correct in ell material respects and all assumptions with 
respect thereto are reasonable in all material respects, each 
as of the date such statement of fact or representation is 
dated or certified. 

* 

Section 8.18. New Credi t Facility; Defaults ;etc. The 
New Credit Facility and the Existing Agreement Amendments 
have become, or will become contemporaneously with the Clos- 
ing Date, effective in accordance with the terms thereof and 
are in full force and effect. Neither DJT nor any of his 
Affiliates is in default of any of such Person's obligations 
under the New Credit Facility, this Agreement, any Existing 
Agreement Amendment or any other Loan Document. The busi- 
nesses of DJT and his Affiliates are being managed and oper- 
ated, the assets of such Persons are being maintained, and 
capital expenditures and other expenses and liabilities are 
being incurred and expended by such Persons in accordance 
with the Business Plans. 
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Exhibit E 


UNIFORM COVENANTS 

Section 6.X. Certain Affirmative Covenants . So long as 
any Covered Debt Obligations shall remain unpaid, DJT shall: 

(a) Corporate Existence, Etc, Preserve and keep, 
and cause each of the other DJT Entities \o preserve and 
keep, in full force and effect at all tines its rights 
and franchises (other than any such rights and 
franchises the absence of which would not have a mate* 
rial adverse effect on the business, condition 
(financial or otherwise), operations or assets of DJT or 
any of his Affiliates) and, in the case of each DJT 
Entity, its existence. 

(b) gQflBliaDOO-Mith-LaVgi Etc, Comply, and cause 
each of the other DJT Entities (except those DJT Enti- 
ties set forth on Schedule 5.0 to the New Credit Facil- 
ity) to comply, in all material respects, with all ap- 
plicable Governmental Acts. 

(c) Eayagnt- P f.JTAXfig. flnd Claims i Etc. Timely pay, 
and cause each of the other DJT Entities to pay timely, 
(i) all taxes, assessments and governmental charges 
imposed upon such Person or upon such Person's property, 
and (ii) except as disclosed on Schedule 5.01(c) to the 
New Credit Facility all claims (including, without 
limitation, claims for labor, materials, supplies or 
services) which might, if unpaid, become a Lien upon 
such Person's property, unless, in each case, the valid- 
ity or amount thereof is being contested in good faith 
by appropriate proceedings and DJT or such other DJT 
Entity as applicable, has maintained adequate reserves 
with respect thereto in accordance with generally ac- 
cepted accounting principles. 

(d) Keeping of Books . Keep, and cause each of the 
other DJT Entities to keep, proper books of record and 
account, containing complete and accurate entries of all 
financial and business transactions of DJT and each 
other DJT Entity. 

(•) Visitation. Inspection. Etc. Permit, and 
cause each of the other DJT Entities to permit, any 
representative of any Lender to visit and inspect any of 
DJT's or such other DJT Entity's property, to examine 
such Person's books and records and to make copies and 
take extracts therefrom, and to discuss such Person's 
affairs, finances and accounts with its officers and 
public accountants, all at such reasonable times and as 
often as any Lender may reasonably request. 
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(f) Insurance . Maintain, or cause to be 
maintained, with financially sound and reputable insur- 
ers, insurance vith respect to DJT's and his Affiliates ' 
properties and business against liability, loss or dam- 
age of the kinds customarily insured against by prudent 
Persons in the same or similar businesses, such insur- 
ance to be of such types and in such amounts (vith such 
deductible amounts) as is customary for such Persons 
under similar circumstances. Each policy shall provide 
that the Agent will be entitled to receive at least 30 
days' prior notice of cancellation. The Lenders shall 
be added as additional insureds on any and all such li- 
ability insurance, with respect to each policy, upon 
the request of the Required Lenders (to be made no more 
frequently than once every twelve months (or if more 
frequently, upon the expiration of such policy)), DJT 
shall use his best efforts, and cause each of his Af- 
filiates to use its best efforts, to have a certifica- 
tion for such policy executed by the insurer or by an 
authorized representative of the insurer or by the 
broker of such insurance where it is not practical for 
such insurer to execute the certificate itself. Such 
certification shall identify underwriters, the type of 
insurance, the insurance limits and the policy term, and 
shall specifically state that such policy, when taken 
together vith all of DJT's and his Affiliates' other 
insurance policies, are adequate to comply vith the 
provisions of this Section and that it is in full force 
and effect, accompanied by evidence that all premiums 
then due have been paid. Upon request by the Agent, DJT 
shall furnish the Agent vith copies of all insurance 
policies, binders and cover notes or other evidence of 
such insurance obtained by DJT and each of his Af- 
filiates. 

(g) DlfitrlfruUsaS ■ Cause each Affiliate (other 
than Affiliates vhich are Hew Ventures) of which DJT or 
any of his Affiliates owns or controls more than 50% of 
the Equity Interests (other than Plaza Operating 
Partners, Ltd., Plaza Hotel Corp., Trump Shuttle, Inc. 
and Penn Yards Associates and, to the extent of a cash 
reserve for operations in an amount not in excess of 
$1,400,000, vith respect to the Commercial Unit in Trump 
Tower Condominium) , to declare and pay dividends or 
other distributions on its capital stock, partnership 
interests or other Equity Interests at such times and in 
such amounts such that such Person retains no cash or 
Cash Equivalents except the greater of (i) cash or Cash 
Equivalents retained in the ordinary course of business 
to the extent necessary for the payment of reasonably 
anticipated expenses in accordance vith the Business 
Plans and (ii) the amount of cash and Cash Equivalents 
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equal to the sub of (A) ths amount of cash and Cash 
Equivalents with respect to each Casino Entity which is 
not then permitted to be distributed by such Casino 
Entity by the Casino Indenture (without giving effect to 
any restriction not in effect on the date of execution 
and delivery of this Agreement) relating to such Casino 
Entity or under the Casino Control Act or the regula- 
tions issued pursuant to the Casino Control Act, or 
under any order or resolution of the Casino Control Com- 
mission or the Division cf Gaming Enforcement and (B) 
the amount of cash and Cash Equivalents (without 
duplication of amounts under clause (A)) with respect to 
each corporate Affiliate which is prohibited from being 
distributed under applicable corporate law. 

(h) Compliance with Business Plans . CVJT shall 
conduct, and st 11 cause each of his Affiliates to con- 
duct, his or its business in compliance in all material 
respects with the Business Plans (including, without 
limitation, the limitations on expenditures and on pay- 
ments or other transfers, directly or indirectly, 
between any of DJT and his Affiliates incorporated or 
otherwise reflected therein) . Without limiting the 
generality of the foregoing, DJT shall use, and shall 
cause each of his Affiliates to use,* all of his or its 
cash and Cash Equivalents solely for proper business 
purposes in connection with DJT' s and his Affiliates' 
existing major business operations (including distribu- 
tions made in accordance with Section 5.01(g) to the New 
Credit Facility) and, except for that portion of Capital 
Event proceeds which DJT is permitted to retain once the 
Collateralization Condition has been satisfied (and 
after giving effect to distributions required to be made 
hereunder and under the New Credit Facility) , in ac- 
cordance with -the Business Plans; provided that in no 
event will any cash or Cash Equivalents of DJT or any of 
his Affiliates (except Aliban) in excess of $5 million 
in the aggregate after the date of execution and 
delivery of this Agreement be used directly or 
indirectly for the benefit of Aliban or any of its as- 
sets now owned or hereafter acquired, including the ves- 
sel known as the "Princess". In the event any Capital 
Event shall occur, DJT shall promptly revise all Busi- 
ness Plans to appropriately reduce expenditures and 
revenues attributable to the asset which was the subject 
of such Capital Event, all in form and substance reason- 
ably satisfactory to the Required Lenders. 

(i) Appointment of Senior Executive Officer; 
Implementation of Financial Controls . In connection 
with the formulation of and compliance with the Business 
Plans, continue his current retention of Kenneth 



590 


t 


Leventhal k Co., such retention to include the duties 
vhich ere currently being perforated by Kenneth Leventhal 
k Co. , until DJT has employed a Senior Executive Of- 
ficer. In the event that prior to the time DJT has 
employed a Senior Executive Officer, Kenneth Leventhal k 
Co. shall cease to be employed in its current capacity, 
DJT shall promptly, diligently and in good faith seek to 
find, and shall thereafter promptly employ, either 
another nationally recognized accounting firm to act in 
such capacity or a Senior Executive Officer. A Senior 
Executive Officer shall be employed, together with such 
staff members to assist as may be necessary or otherwise 
advisable in the opinion of such Person or Kenneth 
Leventhal k Co., no later than September 30, 1990. In 
the event such Senior Executive Officer shall cease to 
be so employed at any time thereafter, DJT shall 
promptly, diligently and in good faith seek to find, and 
shall promptly thereafter employ, another Senior 
Executive Officer of comparable experience and stature. 
Ho later than September 30, 1990, Kenneth Leventhal & 

Co. (or, if applicable, a substitute firm acting in the 
same capacity or the Senior Executive Officer then 
retained or employed by DJT) shall recommend to DJT the 
implementation of any accounting controls and procedures 
and mechanisms for business operations and planning 
necessary or, in such Person's judgment, advisable for 
the prudent management and operation of DJT's businesses 
and assets. Promptly after such recommendation, DJT 
shall install, and thereafter shall maintain, all ac- 
counting controls and procedures and mechanisms for 
business operations and planning vhich may be so recom- 
mended by Kenneth Leventhal k Co. or which are otherwise 
advisable and adequate for the prudent management and 
operation of DJT's businesses and assets. 

(j) Licenses . Cause to be maintained in full 
force and effect all licenses and other governmental 
consents necessary for (x) the ownership and operation 
of the Casino Entities by DJT, those Affiliates of DJT 
and all other Persons vhich operate or own, directly or 
indirectly, the Casino Entities; (y) the maintenance, 
validity, enforceability and perfection of the Lien on 
any Equity Interests in the Casino Entities in favor of 
the Collateral Agent on behalf of the Lenders provided 
for in the Collateral Agreements and in favor of the 
Lenders provided for in the Special Collateral 
Documents; and (z) the ownership of any of his assets or 
the assets of his Affiliates (except those Affiliates 
set forth on Schedule 4.0 to the Hew Credit Facility) or 
the conduct of any of their respective businesses. 
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(k) Tax Returns . From time to time upon request 
of any Lender, permit such Lender to reviev copies of 
DJT's tax returns filed with any Govemaental Authority 
at a location specified by DJT in the Borough of Manhat- 
tan, New York, Nev York; provided that such Lender 
shall, if requested by DJT, first enter into the Agent's 
standard fora of confidentiality agreement with respect 
to such tax return. 

Section 6.2. Reporting Covenants . So long as any 
Covered Debt Obligation shall remain unpaid, DJT shall 
furnish two copies of each of the following to each Lender: 

(a) Annual Financial Statements- as soon as 
available and in any event within 90 days after the end 
of each calendar year, the balance sheet, statement of 
operations and statement of cash flows for the Persons, 
and in the manner, indicated on Schedule 5.02 to the Mew 
Credit Facility, setting forth in each case in 
comparative fora the figures for the previous calendar 
year, all in reasonable detail, certified as to com- 
pleteness and correctness by each Certifying Person of 
each of such Persons and, except for those Persons 
specifically identified on Schedule 5.02 to the New 
Credit Facility as having internal auditors only, ac- 
companied by a report thereon of Kenneth Leventhal 6 Co. 
or other independent public accountants of comparable 
recognized national standing acceptable to the Required 
Banks (as defined in the New Credit Facility) and 
Required Lenders, which such report shall be unqualified 
as to scope of audit and shall state that such financial 
statements present fairly the financial condition as at 
the end of such calendar year, and the results of opera- 
tions and changes in financial position for such 
calendar year, of such Persons in accordance with gener- 
ally accepted accounting principles consistently ap- 
plied, which principles, in the case of DJT, shall 
include, without limitation, Statement of Position (SOP) 
82-1, Accounting and Financial Reporting for Personal 
Financial Statements, October 1, 1982, issued by the Ac- 
counting Standards Division of the American Institute of 
Certified Public Accountants. DJT shall deliver with 
such annual financial statements a comparison of each of 
the above-described financial statements with the Busi- 
ness Plans, discussing material deviations from the 
Business Plans in reasonable detail, explaining the 
causes for such deviations, the likely impact of such 
deviations and what remedial action, if any, the Bor- 
rower proposes to take with respect thereto; 

(b) Quarterly Financia l Statements . As soon as 
available and in any event within 45 days after the end 
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of each of the first three calendar quarters of each 
calendar year, the balance sheet, statement of 
operations and statement of cash flows for the Persons, 
and in the manner, indicated on Schedule 5.02 to the New 
Credit Facility, in each case for such quarter and for 
the portion of the year ended at the end of such 
quarter, setting forth in each case in comparative form 
the figures for the corresponding quarter and the cor* 
responding portion of the previous year, all in reason* 
able detail and certified by each Certifying Person of 
each of such Persons that they are complete and correct 
and that they fairly present the financial condition as 
at the end of such quarter, and the results of 
operations and changes in financial position of such 
Persons for such quarter and su 'h portion of the year in 
accordance with generally accepted accounting principles 
consistently applied (subject to normal, year-end audit 
adjustments) , which principles, in the case of EXIT, 
shall include, without limitation, Statement of Position 
(SOP) 82-1, Accounting and Financial Reporting for Per- 
sonal Financial Statements, October 1, 1982, issued by 
the Accounting Standards Division of the American 
Institute of Certified Public Accountants. DJT shall 
deliver with such quarterly financial statements a 
comparison of each of the above-described financial 
statements with the Business Plans, discussing material 
deviations 1 from the Business Plans in reasonable detail, 
explaining the causes for such deviations, the likely 
impact of such deviations and what remedial action, if 
any, the Borrower proposes to take with respect thereto; 

(c) Monthly Financial, Statements . As soon as 
available and in any event within 30 days after the end 
of each calendar month commencing with July 1990, the 
balance sheet, statement of operations and statement of 
cash f lows for the Persons, and in the manner, indicated 
on Schedule 5.02 of the New Credit Facility, in each 
case for such month and for the portion of the year 
ended at the end of such month, setting forth in each 
case in comparative form the figures for the correspond- 
ing month and the corresponding portion of the previous 
year all in reasonable detail and certified by each 
Certifying Person of each of such Persons that they are 
complete and correct and that such financial statements 
fairly present the financial condition as at tne end of 
such month, and the results of operations and changes in 
cash flow of such Person for such month and such portion 
of the year in accordance with generally accepted ac- 
counting principles consistently applied (subject to 
normal, year-end audit adjustments), which principles, 
in the case of DJT, shall include, without limitation, 
Statement of Position (SOP) 82-1, Accounting and 
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Financial Reporting for Personal Financial Statements, 
October 1, 1982, issued by the Accounting Standards 
Division of the American Institute of Certified Public 
Accountants. DJT shall deliver with such monthly 
financial statements a comparison of each of the 
above -described financial statements with the Business 
Plans, discussing material deviations from the Business 
Plans in reasonable detail, explaining the causes for 
such deviations, the likely impact of such deviations 
and vhat remedial action, if any, the Borrower proposes 
to take with respect thereto. DJT shall also deliver 
with such monthly financial otatements the following 
certified by each Certifying Person of DJT and, with 
respect to such information for an Affiliate, each 
Certifying Person of such Affiliate that each is 
complete and correct in all material respect's: 

(i) schedules setting forth in reasonable 
detail for DJT and for each of his Affiliates 
(except, for the first 12 months after the date of 
execution and delivery of this Agreement, The 
Trump-Equitable Fifth Avenue Company) , separately, 
for such month: 

(1) List of capital expenditures made or 
committed to be made; 

(2) List of Capital Events which oc- 
curred in the previous month; 

(3) List and description of all meterial 
personal expenses incurred by DJT; 

(4) List of cash and Cash Equivalents; 

and 

(5) List of all payments of principal 
and interest made on, or in respect of, all 
Intercompany Notes; 

(ii) schedules setting forth in reasonable 
detail for DJT and for each of his Affiliates whose 
financial statements are required to be delivered 
pursuant to this paragraph (c) (except, for the 
first 12 months after the date of execution and 
delivery of this Agreement, the Trump -Equitable 
Fifth Avenue Company), separately, for such month 
and for those Affiliates of DJT whose financial 
statements are required to be delivered pursuant to 
paragraph (b) above, with respect to the schedules 
listed in clauses (1) and (2) below, for the last 
month of each calendar quarter, and with respect to 
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t he schedules listed in clauses (3) and (4) below, 
for each quarter, separately: 

(1) Accounts receivable agings; 

k 

(2) Accounts payable agings; 

(3) List of capital expenditures made; and 

(4) List of all Indebtedness for borrowed 
money incurred in such period to the extent not 
included in any of the other schedules above, 
specifying the principal terms and intended uses 
thereof. 

(d) Mo_Def au lt/Comol iance Certificate . Together 
with the financial statements required pursuant to 
subsections (a) , (b) and (c) above, a certificate of 
each Certifying Person of each of DJT and each Affiliate 
(i) to the effect that, based upon a review of the 
activities of DJT and his Affiliates, or of such Af- 
filiate, as applicable, and such financial statements 
during the period covered thereby, and for each Certify- 
ing Person other than DJT, to the best of such Certify- 
ing Person's knowledge after inquiry and due investiga- 
tion, there exists no Uniform Event of Default and no 
Uniform Default under this Agreement nor any default or 
event of default under (x) any Existing Agreement Amend- 
ment or (y) any other Loan Document, or if there exists 
a Uniform Event of Default or a Uniform Default 
hereunder or a default or event of default thereunder, 
specifying the nature thereof and DJT's, or Affiliate's, 
as applicable, proposed response thereto, and (ii) 
demonstrating in reasonable detail compliance as at the 
end of such year, such quarter or such month with 
Article III and Sections 6.1(h) and 6.3; 

(e) Auditors' Mo Default Certificate . Together 
with the financial statements required pursuant to 
subsection (a) above, a certificate of the accountants 
who prepared the annual report referred to therein to 
the effect that, based upon their audit and any ad- 
ditional review, there exists no Uniform Event of 
Default and no Uniform Default under this Agreement as 
to any accounting matters, or if there exists such a 
Uniform Event of Default or Uniform Default hereunder, 
specifying the nature thereof, together with a 
certificate of such accountants demonstrating in reason- 
able detail compliance as at the end of such year with 
Article III and Sections 6.1(h) and 6.3; 
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(f) Notice of_Dafault . Promptly after the occur- 
rence of a Uniform Event of Default or a Uniform 
Default, a certificate of each Certifying Person of DJT 
specifying the nature thereof and DJT's proposed 
response thereto; 

(g) Governmental Commu nications. Filings, Etc. 
Promptly upon the mailing or filing thereof, copies of 
all financial statements, reports, applications and 
other significant statements mailed or delivered to the 
Casino Control Commission, the Division of Gaming 
Enforcement or any other Governmental Authority? 

(h) Litigation . (i) Promptly after (A) the oc- 
currence thereof, notice of the institution of or any 
material adverse development in any action, suit or 
proceeding or any governmental investigation or any 
arbitration, before any court or arbitrator or before or 
by any Governmental Authority, against CXJT or any of his 
Affiliates or any material property of any such Person, 
or (B) actual knowledge thereof, notice of the written 
threat of any such action, suit, proceeding, investiga- 
tion or arbitration except for any such threats which 
outside counsel to DJT or his Affiliate, as applicable, 
determines to be frivolous and (ii) together with the 
monthly financial statements required pursuant to Sec- 
tion 6(c) above, a litigation status report in reason- 
able detail discussing all litigation by and against any 
of DJT and his Affiliates or affecting any material 
property of any such Person; provided that DJT or his 
Affiliate shall not be obligated to disclose any 
information if his or his Affiliate's outside counsel, 
as applicable, has determined that such disclosure would 
materially impair DJT's or his Affiliate's ability, as 
applicable, to maintain any privilege with respect to 
such information and that such impairment would be 
materially detrimental to such Person; 

(i) ERISA . Promptly after (i) actual knowledge 
thereof, notice that an ERISA Termination Event or a 
"prohibited transaction", as such term is defined in 
Section 4975 of the Code, with respect to any Plan has 
occurred, which such notice shall specify the nature 
thereof and DJT's proposed response thereto, and (ii) 
actual knowledge thereof, copies of any notice of the 
PBGC's intention to terminate or to have a trustee ap- 
pointed to administer any Plan; 

(j) Accountants ' _ Reports . As soon as available, 
copies of all reports or substantive letters from audi- 
tors to DJT or management of DJT's Affiliates (including 
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management letters covering improvements needed in the 
system of internal accounting controls) ; 

(k) Notice of Amendment . Promptly upon the execu- 
tion of, or receipt by DJT or any of his Affiliates of, 
any amendments, waivers, consents, restatements or 
extensions relating to or any other written modification 
of, and agreements, documents or instruments governing, 
evidencing or otherwise relating to Indebtedness of such 
Person for borrowed money or collateral or other secur- 
ity (including guarantees and other similar agreements) 
for, any such Indebtedness, copies thereof; and 

(l) Other Information* with reasonable prompt- 
ness, such other information about DJT or his Affiliates 
or any of their respective properties as the Agent, the 
Collateral Agent or any other Lender may reasonably 
request from time to time. 

Section 6. 2. A. Business Planning . So long as any 
Covered Debt Obligation shall remain unpaid: 

(a) Annual Plan . DJT shall deliver to the Lenders 
no later than November 30 of each year his annual plan, 
in draft, for the following year, to be in the form, and 
with at least such detail, as Exhibits I, II and III to 
Kenneth Leventhal 6 Co.'s Agreed Upon Procedures Report 
dated June 14, 1990 previously delivered to each of the 
Lenders (the "June 14, 1990 Report"), together with a 
detailed operating plan for each month of such year for 
each of DJT's Affiliates (except those Affiliates which 
are New Ventures) . Within sixty (60) days thereafter, 
DJT shall submit to the Lenders the final form of the 
annual plan (such final form, the "Annual Plan") in form 
and substance reasonably satisfactory to the Required 
Lenders. Without limiting the foregoing, (1) each An- 
nual Plan shall in all material respects be based upon 
assumptions generally consistent with the assumptions 
incorporated into the immediately prior Annual Plan, 
including, without limitation, assumptions with respect 
to level of expenditures, methods of financing and use 
of available cash balances, (2) each Annual Plan may 
include provisions (such provisions to be reasonably 
satisfactory to the Required Lenders) with respect to 
the payment by DJT or his Affiliates of income taxes 
that would be payable (after use of any available fund6 
of DJT otherwise available for such purposes) as a 
result of any anticipated Capital Events, and (3) the 
Annual Plan for any given year shall not: 

(i) provide for an aggregate amount of all 
charitable contributions to be made by DJT and his 
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Affiliates (except those Affiliates which are New 
Ventures) in excess of $100 r 000 per month; 

(ii) provide for the monthly personal and 
household expenses of DJT, of the type set forth in 
line 4 of Exhibit I to the June 14, 1990 Report, to 
exceed for any month in any year set forth below 
the amount set forth opposite such year: 

Monthly Amount 

1990 $450,000 

1991 — 375,000 

1992 and thereafter 300,000; 

(iii) include in legal and business expenses, of 
the type set forth in line 3 of Exhibit X to the June 
14, 1990 Report, any fees and expenses to be incurred in 
connection with the acquisition of assets after the date 
of execution and delivery of this Agreement which, when 
aggregated with all other such fees and expenses to be 
incurred after the date of execution and delivery of 
this Agreement, shall exceed the amount of proceeds 
received and permitted to be retained by LVJT in respect 
of all Capital Events hereunder (after giving effect to 
all distributions required to be made under the New 
Credit Facility, from such proceeds) after the date of 
execution and delivery of this Agreement; 

(iv) provide for the salary payable to DJT for any 
one year, when aggregated with any director's fees, 
bonuses or other similar types of remuneration from all 
of his Affiliates (except those Affiliates which are New 
Ventures) in such year, to exceed $200,000; 

(v) provide for any amount to be paid by DJT, and 
his Affiliates (except those Affiliates which are New 
Ventures), if applicable, to any one individual who is 
employed or retained by DJT, and his Affiliates, if ap- 
plicable, as of the Closing Date (other than those 
individuals set forth on Schedule 5.02A(a)(v) to the New 
Credit Facility as salary, fees under a personal service 
contract or consulting agreement, bonus, counsel fees to 
any general counsel or any other form of remuneration in 
excess of $300,000 in any one year in the aggregate; 
provided, however, that amounts in excess of $300,000 in 
respect of deferred compensation may accrue so long as 
such accrued amount is subordinated in form and 
substance satisfactory to the Required Lenders to 
amounts outstanding hereunder and under the New Credit 
Facility (other than in respect of the Facility Fees 
hereunder) and is not to be repaid until after all 
amounts hereunder and under the New Credit Facility 
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(other than in respect of the Facility Fees hereunder) 
have been repaid in full. With respect to those 
individuals set forth on Schedule 5.02A(a)(v) to the Hew 
Credit Facility, or other individuals who say later hold 
the position currently held by such individuals, the 
remuneration paid shall not be sore than the 
remuneration generally paid for the same or similar 
services in the industry in which such individual is 
employed; or 

(vi) provide for any amount to be paid, whether by 
loan, equity contribution or otherwise, by DJT or any of 
his Affiliates (except Aliban) in excess of $5 million 
in the aggregate (when combined with all other amounts 
previously provided for use, directly or indirectly, by 
Aliban in other Business Plans) for the direct or 
indirect benefit of either Aliban or any of its assets, 
whether now owned or hereafter acquired. 

(b) Strategic. Business Plan . DJT shall deliver to the 
Lenders 

(i) on the earlier of (x) the day which is 
the 90th day following the hiring of a Senior Executive 
Officer and (y) December 31, 1990, a strategic business 
plan (the "Strategic Business Plan") which shall be in 
form and substance reasonably satisfactory to the 
Required Lenders as determined by the Required Lenders 
within 60 days of the submission thereof, and shall 
provide for DJT and his Affiliates (other than Af- 
filiates which are New Ventures) on a consolidated basis 
and for each of DJT's Affiliates (other than Affiliates 
which are New Ventures) separately the following in 
detail reasonably satisfactory to the Required Lenders: 

(A) a short range plan to achieve cash flow 
break-even and/or expense savings; 

(B) the long-term primary strategy for such 
Person or Persons, as applicable, together with a 
timetable for achievement of such strategy; and 

(C) alternative courses of action, together 
with timetables, if such primary strategies are not 
successfully achieved on a timely basis; 

(ii) on the earlier of (x) the day which is 
the 90th day following the hiring of a Senior Executive 
Officer and (y) December 31, 1990, a three year business 
plan (the "Three Year Business Plan") which shall be in 
the form of, and with at least such detail as. Exhibits 
I, II and III to the June 14, 1990 Report, and shall be 
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in substance reasonably satisfactory to the Required 
Lenders, together with a detailed operating plan for 
each month of the first year of such three year period 
and for each quarter of each of the second and third 
years of such three' year period for DJT and each of 
DJT's Affiliates (other than Affiliates which are New 
Ventures) . On each of the first and second an- 
niversaries of the date DJT delivers the Three Year 
Business Plan, DJT shall deliver to the Lenders a 
detailed operating plan for each month of the second or 
third year, as appropriate, of the three year period 
covered by the Three Year Business Plan (each, a 
"Supplemental Operating Plan"); provided that such 
Supplemental Operating Plan shall not be inconsistent 
with any other Business Plan, including, without limita- 
tion, the Annual Plan then in effect and the Strategic 
Business Plan. The restrictions in Section 6.2(a)(1)- 
(v) for the Annual Plan shall also apply to the Three 
Year Business Plan and each Supplemental Operating Plan; 
and 


(iii) simultaneously with delivery of the Three 
Year Business Plan and each of the Supplemental Operat- 
ing Plans, a written description in reasonable detail of 
all changes in management personnel, consultants and 
other agents which DJT or any of his Affiliates (except 
those Affiliates which are New Ventures) intends to make 
during the following year, all of which shall be reason- 
ably satisfactory to the Required Lenders. 

Section 6.3. Financial Test Covenants . So long as any 
Covered Debt Obligation shall remain unpaid, DJT will not 
(a) permit the "Cash Balance - After Entity Level Reserves 
and Debt Modifications" as at the end of any month, commenc- 
ing with December 1990, calculated on a basis identical with 
the basis of calculation thereof in the Initial Business 
Plan, to be more than $15,000,000 below the amount projected 
for such month in the then current Annual Plan excluding pay- 
ments in such months and previous months for extraordinary 
and unusual items to the extent not contemplated by the Busi- 
ness Plans, or (fc) permit such "Cash Balance - After Entity 
Level Reserves and Debt Modifications" as at the end of any 
month subsequent to April 1991, calculated on the same basis 
as in clause (a) above, to be more than $10,000,000 below the 
level projected for such amount in the then current Annual 
Plan. 


section 6.4. certain JEteqat lY s . Covenant a * so long as 
any Covered Debt Obligation shall remain unpaid, DJT will 
not, and will cause his Affiliates not to: 
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(a) Indebted ness . Create, incur, assume or suffer 
to exist any Indebtedness, other than each of the fol- 
lowing (without duplication) : 

(i) Indebtedness expressly contemplated 
hereunder to be outstanding; 

(ii) the Indebtedness under the New Credit 
Facility and under the Notes (as defined in the New 
Credit Facility) ; 

(iii) Indebtedness outstanding on the date of 
execution and delivery of this Agreement which is 
set out in DJT's financial statements referred to 
in Section 8.5(a) or in Schedule 5.04(a) (iii) to 
the New Credit Facility; 

(iv) purchase money Indebtedness to the extent 
permitted by Section 6.4(b) (ii); 

(v) unsecured current liabilities (not the 
result of borrowing and not constituting "Indebted- 
ness” as defined in clause (iii) of the definition 
of Indebtedness herein, other than guarantees by 
Affiliates required in the ordinary course of their 
businesses) incurred in the ordinary course of 
business and not represented by any note or other 
evidence of Indebtedness; 

(vi) intercompany Indebtedness, complying with 
the provisions of Article XI of this Agreement, in 
respect of advances from DJT to any of his Af- 
filiates (except that, in the case of Aliban, 
intercompany Indebtedness shall not exceed $5 mil- 
lion in the aggregate, plus accrued interest 
thereon) (A) from proceeds of Capital Events oc- 
curring after the Collateralization Condition has 
been satisfied which DJT is permitted to receive 
and retain under the New Credit Facility (after 
giving effect to all distributions required to be 
made under this Agreement from such proceeds) or 
(B) from proceeds of Loans (as defined in the New 
Credit Facility) under the New Credit Facility made 
in accordance with the Business Plans so long as 
all such Indebtedness is evidenced by Intercompany 
Notes which are immediately endorsed over and 
delivered to the Agent under the New Credit Facil- 
ity on behalf of the Banks thereunder or to the 
Collateral Agent hereunder, together with notice to 
the obligor thereunder of the pledge thereof, as 
security for the Indebtedness hereunder; 
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(vli) Indebtedness incurred by any New Venture 
to the extent that none of DOT or any of his Af- 
filiates, nor such New Venture (other than to the 
extent of any Lien on any property being so 
financed) or ahy other Hew Venture, shall have, 
directly or indirectly, any liability of any nature 
whatsoever in respect of such Indebtedness; 

(viii) Indebtedness incurred by Penn Yards As- 
sociates to develop the premises owned by Penn 
Yards Associates, and Indebtedness incurred to fund 
overrun construction costs of the premises in 
Hew York, Hew York known as the Trump Palace, so 
long as recourse for such Indebtedness is limited 
to such premises and neither DJT nor any of his 
other Affiliates shall be directly or indirectly 
liable for any of such Indebtedness; 

(ix) Indebtedness in respect of letters of 
credit of the Casino Entities in an aggregate out- 
standing maximum reimbursement amount at any one 
time not in excess of $3,000,000 for all the Casino 
Entities, so long as recourse for each such Indebt- 
edness is limited to the Casino Entity for whose 
account the letter of credit was issued and neither 
DJT nor any of his other Affiliates shall be 
directly or indirectly liable for any of such 
Indebtedness; provided that not more than 
$1,000,000 of such amount may at any time be issued 
for the account of the Casino Entity known as 
Trump's Castle; 

(x) Indebtedness incurred by Trump Shuttle, 
Inc. for the financing of aircraft to the extent 
that none of DJT or any of his other Affiliates 
shall have, directly or indirectly, any liability 
of any nature whatsoever in respect of such 
Indebtedness; 

(xi) refinancings of any Indebtedness referred 
to In clauses (ii), (ill), (iv), (vii) , (viii) or 
(x) above on terms not less favorable to DJT and 
his Affiliates than the terms of the Indebtedness 
to be so refinanced; provided that in the case of 
any refinancing of any Indebtedness referred to in 
clause (ii), (ill), (lv), (viii) or (x) above in a 
principal amount in excess of the amount of the 
Indebtedness being so refinanced, such refinancing 
shall constitute a Capital Event; and 

(xii) Indebtedness incurred by The Trump- 
Alexander's Company for the sole purpose of funding 
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nargln calls made in respect of the shares of the 
stock of Alexander's held by such company or to 
refinance outstanding Indebtedness in favor of Bear 
Steams k Co. secured by such stock in a maximum 
aggregate principal amount which, when aggregated 
with all other such Indebtedness incurred from and 
after June 26, 1990, is no greater than $6,300,000 
under the demand note, a copy of which has been 
previously delivered to the Lenders as in effect on 
the date of the execution and delivery of this 
Agreement, and the related Indebtedness of £X7T 
under the guaranty of such Indebtedness, a copy of 
which has been previously delivered to the Banks as 
in effect on the date of the execution and delivery 
of this Agreement. 

(b) Liens . Create, Incur, assume or suffer to ex- 
ist any Lien on any of such Person's property now owned 
or hereafter acquired to secure any Indebtedness of such 
Person, other than: 

(i) Liens existing on the date of execution 
and delivery of this Agreement and set out on 
Schedule 5.04(b)(1) to the Hew Credit Facility; 

(ii) except in the case of any New Venture, 
any Lien on any property securing Indebtedness 
incurred or assumed for the purpose of financing 
all or any part of the acquisition cost of such 
property, provided that such Lien does not extend 
to any other property and that such Indebtedness 
was permitted to be incurred under the Business 
Plans; 

(iii) Liens for taxes not yet due or which are 
being contested in good faith by appropriate 
proceedings and with respect to which adequate 
reserves are being maintained; 

(iv) statutory Liens of landlords and Liens of 
carriers, warehousemen, mechanics, materialmen and 
other Liens imposed by law created in the ordinary 
course of business for amounts not yet due or which 
are being contested in good faith by appropriate 
proceedings and with respect to which adequate 
reserves are being maintained; 

(v) Liens (other than any Lien imposed by 
ERISA) incurred or deposits made in the ordinary 
course of business in connection with workers' com- 
pensation, unemployment insurance and other types 
of social security, or to secure the performance of 
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tenders, statutory obligations, surety and appeal 
bonds, bids, leases, government contracts, perfor- 
mance and retum-of-money bonds and other similar 
obligations (exclusive of obligations for the pay- 
ment of borrowed money) ; 

(vi) easements, rights-of-way, restrictions 
and other similar charges or encumbrances not 
interfering with the ordinary conduct of the busi- 
ness of DJT or any of his Affiliates; 

(vii) Liens existing on any property prior to 
the acquisition thereof, or prior to the acquisi- 
tion of the Person which owns such property, by DJT 
or any of his Affiliates, in each case which Lien 
was not created in contemplation of such acquisi- 
tion; 

(viii) Liens granted under the Hew Money Col- 
lateral Agreements, the Collateral Agreements and 
the Special Collateral Agreements and Liens 
required to be granted pursuant to this Agreement; 

(ix) extensions, renewals or replacements of 
any Lien referred to in paragraphs (i) through 
(viii) of this Section 6.4(b), provided that any 
such extension, renewal or replacement is limited 
to the property originally encumbered thereby and 
that (A) the refinancing of the Indebtedness 
secured thereby of the type described in clause 
(ii), (iii), (iv), (viii) or (x) of Section 6.4(a) 
shall constitute a Capital Event and (B) no other 
Indebtedness or obligation secured thereby is 
increased; 

(x) Liens on any assets of any Hew Venture; 

and 

(xi) Liens granted in connection with the 
Indebtedness contemplated by the provisions of Sec- 
tion 6.4(a) (viii) which relate only to the premises 
described therein. 

(c) Sales. Mergers. Etc. Except with respect to 
the sale of property of any Hew Venture or the merger of 
any Hew Venture with any other Hew Venture or Person who 
is not an Affiliate of DJT, merge or consolidate with 
any other Person, or sell, lease or otherwise dispose of 
all or any substantial part of such Person's property or 
assets to any other Person, other than in transactions 
that (i) constitute good faith Capital Events the other 
parties to which are Persons which are not Affiliates of 
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DJT, and (ii) are for fair market value and are on com- 
mercially reasonable terms; provided that in no event 
shall DJT or any of his Affiliates sell, transfer, or 
otherwise dispose of, pledge, assign, hypothecate or 
otherwise grant a Lien in or on any Equity Interests, 
rights under management contracts or rights to any 
proceeds except in compliance with the terms hereof and 
of the New Honey Facility. All non-cash forms of 
consideration which would have constituted Net Cash 
Proceeds had they been received in cash at closing shall 
be pledged to the Collateral Agent for the benefit of 
the Lenders or to the Lender which would have been 
entitled to receive such amounts if such consideration 
had been received in cash at the closing as security for 
the obligations hereunder pursuant to a pledge or other 
security agreement (as appropriate) in form and sub- 
stance satisfactory to the Required Lenders. 

(d) Investments. Loans. Etc. Make any loans to or 
investments in any Person other than: 

(i) investments in Affiliates of DJT existing 
on the date of execution and delivery of this 
Agreement; provided that neither DJT nor any of his 
Affiliates will make additional loans to or invest- 
ments in such Affiliates after the date of execu- 
tion and delivery of this Agreement except to the 
extent permitted under Section 6.4(a) (vi) ; 

(ii) direct obligations of the United States 
or any agency thereof, or obligations guaranteed by 
the United States or any agency thereof, in each 
case maturing within two years from the date of 
creation thereof; 

(iii) commercial paper maturing within 270 days 
from the date of creation thereof rated in the 
highest grade by two nationally recognized credit 
rating agencies; 

(iv) time deposits (maturing within one year 
from the date of creation thereof) with, and cer- 
tificates of deposit issued by, any office located 
in the United States of any bank or trust company 
which is organized under the laws of the United 
States or any state thereof, whose long term debt 
is rated "A" or better by two nationally recognized 
credit rating agencies and has assets aggregating 
at least $10,000,000,000; and 

(v) investments in real property and gaming 
related businesses ("New Ventures") (x) which are 
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not built or located on, otherwise annexed to, 
enhancements of, or otherwise made an essential 
part of, any of the Collateral and (y) which are 
made with (A) the proceeds received and permitted 
to be retained by DJT in respect of any Capital 
Event (after giving effect to all distributions * 
required to be made hereunder and under the Hew 
Credit Facility from such proceeds) or (B) the pro- 
ceeds received and retained by DJT with respect to 
equity investments made by Persons not constituting 
Affiliates of DJT or (C) assets of any other Hew 
Venture; provided that (1) the Hew Venture shall be 
purchased or constructed and operated, and the as- 
sets thereof shall be owned, only by a Person which 
is not DJT or any of his Affiliates (other than an 
Affiliate which is a Hew Venture) or any partner- 
ship, joint venture or other entity as to which DJT 
or any of his Affiliates (other than an Affiliate 
which is a Hew Venture) is a general partner, joint 
venturer or otherwise liable directly or indirectly 
for the liabilities of such entity, (2) to the 
extent that any cash, Cash Equivalents or any other 
assets of any Hew Venture are at any time held or 
owned by DJT or any of his Affiliates (other than 
an Affiliate which is a Hew Venture), they no 
longer shall be entitled to any of the benefits 
granted to or in respect of Hew Ventures in this 
Agreement or the Hew Credit Facility, (3) in the 
event DJT or any of his Affiliates sells or 
otherwise disposes of any Hew Venture, all income 
and other taxes and transaction costs payable in 
connection therewith shall be paid solely out of 
the proceeds of such transaction or shall be 
otherwise paid by such Hew Venture or any other Hew 
Venture and (4) each Hew Venture shall enter into a 
tax sharing agreement with DJT and his Affiliates 
which are members of the same consolidated group 
for federal income tax purposes, such agreement to 
be in form, scope and substance satisfactory to the 
Required Lenders. 

(e) Leases . Enter into or otherwise become liable 
with respect to any leases, including master leases, as 
lessee, except for (i) leases entered into to replace 
leases existing on June 15, 1990 as disclosed in Sched- 
ule 5.04(e) to the Hew Credit Facility, (ii) leases 
entered into in the ordinary course of business to the 
extent reflected in the Business Plans, (iii) leases 
contemplated by the Hew Credit Facility, (iv) the lease 
between The Trump Equitable Fifth Avenue Company, as 
landlord, and The Trump Corporation, as tenant, dated as 
of the date of this Agreement with respect to the 24th 
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Floor of the building located at 721*725 Fifth Avenue, 
New York, New York and commonly known as Trump Tower, 
and (v) leases entered into by any New Venture to the 
extent that none of DJT or any of his Affiliates (other 
than such New Venture) shall have, directly or 
indirectly, any liability of any nature whatsoever in 
respect of such lease. 

(f) Intere st s- with respect to djt'b 
Affiliates, except as part of an employee's remuneration 
made in accordance with the Business Plans and Section 
6.2A(a) (v) , issue any additional capital stock, partner* 
ship interests or other Equity Interests, issue or 
otherwise grant any option, warrant or other right to 
acquire or otherwise receive any capital stock, partner- 
ship interests or other Equity Interests other than in 
connection with transactions that (i) constitute Capital 
Events the other parties to which are Persons which are 
not Affiliates of DJT, (ii) are for commercially reason- 
able prices and are on commercially reasonable terms; 
and (iii) are on terms which provide that at least 90% 
of all consideration paid for such issuance or grant 
will be payable immediately upon closing in cash. All 
non-cash forms of consideration which would have 
constituted Net Cash Proceeds had they been received in 
cash at the closing shall be pledged to the Collateral 
Agent for the benefit of the Lenders or to the Lender 
which would have been entitled to receive such amounts 
if such consideration had been received in cash at the 
closing as security for the Covered Debt Obligations 
hereunder pursuant to a pledge or other security agree- 
ment (as appropriate) in form and substance satisfactory 
to the Required Lenders. 

(g) Transactions with Affiliates or New. Ventures . 
Enter into or carry out any transaction with (including, 
without limitation, making loans to, purchasing property 
or services (including, without limitation, under any 
employment or management contract) from, selling prop- 
erty or services to or paying salaries, bonuses, con- 
sulting fees or any similar amounts to) either (1) any 
Affiliate (other than a New Venture) of any such Person 
or (2) any New Venture, except (in the case of clause 
(1) above only) 

(i) subject to Section 6.2A(a)(v), directors, 
officers and employees of any such Person may 
render services to any other such Person for 
compensation at the same rates generally paid by 
Persons engaged in the same or similar businesses 
for the same or similar services; 
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(ii) (x) transactions between DJT, on the one 
hand, and any of his Affiliates, on the other hand, 
made in accordance with the Business Plans and 
entered into in the ordinary course of business, 
pursuant to the reasonable requirements of such 
Person's business, upon terns fair and reasonable 
and no less favorable to DJT or such Affiliate than 
would obtain in a comparable arm's-length transac- 
tion; or (y) transactions between DJT, on the one 
hand, and any of his Affiliates (other than those 
persons who constitute Affiliates as defined in 
clause (ii) or clause (iv) of the definition of 
"Affiliate" herein), on the other hand, made in 
accordance with and described in reasonable detail 
in, the Business Plans; and 

(iii) transactions effected pursuant to the 
agreements disclosed on, or otherwise described on, 
Schedule 5.04(g) to the New Credit Facility in ac- 
cordance with the terms as they exist on the date 
of execution and delivery of this Agreement; and 

(iv) investments permitted by Section 
6.4(d) (i) and (v) . 

(h) Modifications, to Debt Documents . (i)(x) 

Except as provided in Section 6 . 4 (h) ( i) (y) , amend, 
restate or otherwise modify the terms or conditions of 
any agreements, instruments or other documents issued, 
delivered or executed in connection with any of such 
Person's Indebtedness for borrowed money (other than the 
New Credit Facility and all documents executed in con- 
nection therewith) except: 

(A) with respect to all such agreements, 
instruments and other documents (including 
agreements, documents and instruments 
specified in paragraph (B)-(C) below), with 
the prior written consent of the Required 
Lenders; 

(B) with respect to the First Amendment 
to Amended and Restated Credit Agreement, 
dated as of the date hereof, between Citibank, 
N. A. as Agent and Trump Shuttle, Inc. , such 
agreement may be amended or modified in ac- 
cordance with the provisions thereof relating 
to amendments as such provisions exist on the 
date of execution and delivery of this Agree- 
ment; and 
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(C) with respect to all othar such 
agreements, documents or instruments, amend- 
ments, modifications or restatements thereof 
such that such agreements, documents or 
instruments shall be no less favorable to the 
DJT Entities than the same vere prior to such 
amendment, modification or restatement; 
provided that no such amendment, restatement 
or modification shall, without the prior writ- 
ten consent of the Required Lenders, shorten 
the maturity, increase the frequency of times 
or amounts for payments or prepayments of 
principal, interest or any other fees or 
charges in respect thereof or change the terms 
relating to acceleration in a manner adverse 
to DJT and his Affiliates, subordination, 
negative pledges, or addition of collateral or 
other security, including claims against third 
parties or, with respect to Indebtedness of 
any Affiliate of DJT all or a portion of the 
Entity Operating Cash Flow of which is includ- 
able in Operating Cash Flow, reduce the amount 
or timing of distributions or other payments 
of any nature which such Person may make to 
any of the holders of any of the Equity 
Interests of such Person. 

(y) Notwithstanding anything to the contrary 
contained herein, no term or provision of this Agreement or 
any other Loan Documents shall be construed to limit or 
otherwise affect the rights, remedies or obligations (includ- 
ing, without limitation, the right to amend, restate or 
otherwise modify the terms or conditions of any agreements, 
instruments or other documents) of any of the lenders (or the 
agent therefor) under or otherwise in connection with, or the 
rights and obligations of Trump- Equitable Fifth Avenue 
Company, Plaza Hotel or DJT or any of his other Affiliates 
under or otherwise in connection with, the first mortgage 
loans in respect of the properties of DJT and his Affiliates 
known as the "Trump Tower" and the "Plaza Hotel" and all 
agreements, instruments or other documents executed and 
delivered in connection therewith, as the same may be 
amended, restated, modified, extended, renewed or refinanced. 

(i) Repayments nl Indfitesdns aa * Repay or prepay, 
directly or indirectly, any Indebtedness, including any 
purchase of any notes, bonds of other instruments evidencing 
Indebtedness, except (i) payments of the Indebtedness arising 
under the New Credit Facility; (ii) mandatory payments or 
mandatory prepayments required by the express terms of any 
Indebtedness permitted to exist under Section 6.4(a), includ- 
ing purchases of publicly traded bonds secured directly or 
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indirectly by the real property of any of the Casino Entities 
made to satisfy the next aandatory sinking fund or similar 
payments within the six months preceding the due date for 
such mandatory payment; (iii) optional payments or optional 
prepayments of the Indebtedness permitted to be incurred 
under Section 6.4(a) (iv), (vi) , (vii), (viii), (x) or (xi) 
(but, with respect to clause (xi) , only in respect of Section 
6.4(a)(iv), (vii), (viii) or (x)), it being understood that 
refinancings permitted by Section 6.4(a) (xi) do not 
constitute optional payments or optional prepayments for 
purposes of this Section 6.4(i); and (iv) subject to Section 
3.4, payments of amounts owing under the Existing Debt Credit 
Facilities, whether from Operating Cash Flow or otherwise. 

(j) Capital Expenditure*. In any one year, except with 
respect to any New Venture (but, as to expenditures with 
respect to New Ventures, subject to the restrictions on the 
source of funds therefor as described in Section 6.4(d)(v)), 
incur or expend any amounts for capital expenditures in 
excess of the amounts of capital expenditures set forth in 
the Annual Plan for such year or to the extent of any insur- 
ance proceeds received by DJT or any Affiliate in respect of 
any casualty event with t aspect to any asset being repaired 
or replaced by means of such capital expenditure; provided 
that such Person may make capital expenditures in excess of 
such amounts to the extent, and only to the extent, deemed by 
a Governmental Authority to be necessary for such Person to 
remain in compliance with the laws, rules and regulations 
governing the operation of such Person's business or owner- 
ship of such Person's assets. 

(k) Transfers Aa New Ventures . Make any payment of, or 
otherwise transfer, any cash, Cash Equivalents or any other 
assets to any New Venture, or otherwise assume or satisfy any 
liability of any New Venture, except to the extent the same 
constitutes or is made with (i) proceeds received and 
retained by DJT (after giving effect to distributions 
required to be made hereunder and under the New Credit Facil- 
ity) in respect of any Capital Event, (ii) proceeds received 
and retained by DJT with respect to equity investments made 
by Persons not constituting Affiliates of DJT or (iii) assets 
of any other New Venture. 
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Schedul e I 

HIT-ENTITIES 


Donald J. Trump 

TRUMP TAJ MAHAL ASSOCIATES LIMITED PARTNERSHIP, a New Jersey 
limited partnership 

Trump Taj Mahal, Inc., a New Jersey corporation 

Trump Taj Mahal Funding, Inc., a New Jersey corporation 

TRUMP TAJ MAHAL REALTY CORP. , a New Jersey corporation 

TRUMP PLAZA ASSOCIATES, a New Jersey general partnership 

Trump Boardwalk Realty Corporation, a New Jersey corporation 

Trump Plaza Funding, Inc., a New Jersey corporation 

TRUMP SEASHORE ASSOCIATES, a New Jersey general partnership 

Trump Seashore Associates, Inc., a New Jersey corporation 

TRUMP'S CASTLE ASSOCIATES LIMITED PARTNERSHIP, a New Jersey 
limited partnership 

Trump's Castle Hotel ( Casino, , Inc. , a New Jersey corporation 

Trump's Castle Funding, Inc., f/k/a TCH Financial Corp. , a 
New Jersey corporation 

TRUMP CRYSTAL TOWER ASSOCIATES LIMITED PARTNERSHIP d/b/a 
Trump Regency Hotel and Trump Regency, a New Jersey limited 
partnership 

DJT Acquisition Corp., a New Jersey corporation 
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HELICOPTER AIR SERVICES, INC., a Delaware corporation 

DONVAN ENTERPRISES, INC., f/k/a DonVan Aviation, Inc., a 
Delaware corporation 

THE TRUMP-EQUITABLE FIFTH AVENUE COMPANY, a New York joint 
venture 

Tipperary Realty Corp. , a New York corporation 

REG-TRU EQUITIES, LTD., a New York corporation 

The Trump Corporation, a New York corporation 

PLAZA OPERATING PARTNERS LTD., a Texas limited partnership 

DJT Plaza Hotel Corp., a New York corporation 

PENN YARDS ASSOCIATES, a Ne^ York limited partnership 

Penn Yards Realty Corp., a New York corporation 

P.Y. Properties, Inc., a New York corporation 

PY Associates, Ltd., a Delaware limited partnership 

PARK SOUTH ASSOCIATES, a New York limited partnership 

B. Plaza Realty Corp., a New York corporation 

THE EAST 61 ST. COMPANY, a New York limited partnership 

Plaza Consulting Corp., a New York corporation 

TRUMP SHUTTLE, INC., f/k/a Trump Shuttle Operating Corp., a 
New York corporation 
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TRUMP PALM BEACHES CORPORATION, a Florida corporation 
ALIBAN, INC., a Delaware corporation 

THE TRUMP-ALEXANDER'S COMPANY, a New York general partnership 
DOT Acquisition Corp., a New York corporation 
Monday Realty Corp., a New York corporation 
Trump West Realty Corp., a Delaware corporation 
DT AIR CORP. , a Delaware corporation 

TRUMP HOTEL MANAGEMENT CORP. , a New Jersey corporation 

SEASHORE FOUR ASSOCIATES, a New Jersey general partnership 

TRUMP JFK HOTEL ASSOCIATES, L.P., a Delaware limited partner- 
ship 

DJT TRUMP PARKING, a general partnership 

St. Moritz Hotel Associates, a New York general partnership 

50-56 Central Park South Corp. , a New York corporation 

AMELS USA, INC. , a Delaware corporation 

Football Generals Inc., a New Jersey corporation 

Moritz Realty Corp., a New York corporation 

Parc Consulting, Inc., a New York corporation 

The Trump Hotel Corporation, a New Jersey corporation 
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The Trump Plaza Corporation, a New Jersey corporation 
Toys at Trump, Inc., a New York corporation 
Trump Airlines Holding Corp., a New York corporation 
Trump Aspen Properties, Inc., a New York corporation 
Trump Australia, Inc., a Delaware corporation 
Trump Baseball, Inc., a New York corporation 
Trump Beverly Hills Hotel Corp., a New York corporation 
Trump Cash Call Co., Inc., a New Jersey corporation 
Trump City Corporation, a New York corporation 
Trump Columbia, Inc., a New Jersey corporation 
Trump Enterprises, Inc. , a New York corporation 
Trump Ice, Inc., a New York corporation 

Trump International Marketing, Inc. , a New Jersey corporation 

Trump JFK Hotel Development Corp. , a Delaware corporation 

Trump Nevada Inc., a Nevada corporation 

Trump Organization, Inc., a New York corporation 

Trump Payroll Corp., a New York corporation 

Trump Princess Corp., a Delaware corporation 
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Trump Sports 4 Entertainment Co., Inc., a Hew Jersey 
corporation 

* 

Trump Travel Agency, Inc., a Hew Jersey corporation 
Trump West Palm Beach Realty Corp. , a New York corporation 
Donald J. Trump d/b/a The Trump Palace Company 
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Schedule -II 


Bankers Trust Company 

The Chase Manhattan Bank, N. A. 

Citibank, N.A., in its capacity as agent under that certain 
$135,000,000 Credit Agreement, dated as of June 7, 1989 
(Shuttle Recourse) . 

Citibank, N.A., in its capacity as agent under that certain 
$125,000,000 Loan Agreement, dated July 21, 1988, by and 
between D.J. Trump and Citibank (Plaza Recourse). 

Citibank, N.A., in its capacity as lender under that Certain 
Amended and Restated Loan Agreement, dated as of October 26, 
1987 (as amended by letter amendments dated October 26, 1988, 
October 26, 1989 and April 26, 1990) (Alexander's loan). 

Citicorp Credit Services, Inc., Card Acceptance Division, in 
connection with that certain Agreement, dated as of June 7, 
1989 (Mastercard/Visa Agreement) . 

Citibank, N.A., in its capacity as an obligee under that 
certain Interest Rate Swap Agreement, dated as of September 
5, 1989 (CT Interest Rate Swap Agreement) . 

Citibank, N.A., in its capacity as an agent under the Motes 
Modification Agreement, dated as of February 14, 1989, made 
by Donald J. Trump d/b/a The Trump Palace Company, as amended 
and any related agreements. 


Manufacturers Hanover Trust Company 
Midlantic National Bank 

First Fidelity Bank, National Association, New Jersey 

First Fidelity Bank, National Association, South Jersey 

Fidelity Bank, National Association 

National Westminster Bank USA 

Boston Safe Deposit and Trust Company 

Marine Midland Bank, N. A* 
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Schedule III 


For purposes of this Agreement (including, without 
limitation, these Schedules) , the terms set forth below in 
quotation marks shall be deemed to refer to the agreements, 
instruments and documents set forth under such respective terms 
below, and all other agreements, instruments and documents 
executed and delivered in connection therewith, as amended by 
the applicable Existing Agreement Amendments, and as further 
amended, supplemented or modified from time to time to the 
extent not prohibited by this Agreement. For purposes of this 
Agreement, the term Covered Debt shall not include any 
Indebtedness to the extent created and existing solely pursuant 
to a Guaranty or Special Guaranty. Certain of the Existing 
Agreement Amendments applicable to the Existing Debt Credit 
Agreements listed below are also listed below. The absence of 
any reference to any Existing Agreement Amendment shall not be 
deemed to indicate the non-existence of any such Existing 
Agreement Amendment or any differences among such Existing 
Agreement Amendments. 


A. "NatWest Letters of Credit" 

1. Irrevocable Standby Letter of Credit Humber 
309298, dated March 10, 1989 in the face amount of $19,000,000 
issued in favor of Boardwalk Properties, Inc. as amended by 
Amendment Number One dated April 4, 1989. 

2. Irrevocable Standby Letter of Credit Humber 
310234, dated October 20, 1989 in the face amount of $290,000 
issued in favor of Atlantic Electric. 

3. Irrevocable Standby Letter of Credit Humber 
310232, dated October 20, 1989 in the face amount of $80,000 
issued in favor of South Jersey Gas Company. 

4. Irrevocable Standby Letter of Credit Humber 
8032309, dated February 14, 1990 in the face amount of $170,000 
issued in favor of Atlantic Electric. 

5. Continuing Agreement For Irrevocable Standby 
Letters of Credit, Reimbursement Agreement and Security Agree- 
ment between National Westminster Bank USA and Donald J. Trump 
dated March 10, 1989. 

6. Continuing Agreement For Irrevocable standby 
Letters of Credit, Reimbursement Agreement and Security Agree- 
ment between National Westminster Bank USA and Donald J. Trump 
dated February 14, 1990. 
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Covered Debt: All 


B. "NatWest Notes" 

1. Interest Bearing Grid Note dated February 1, 

1990 made by Donald J. Trump in favor of National Westminster 
Bank USA in the original principal amount of $20,000,000, 
pursuant to which $100,000, plus accrued interest thereon is 
presently outstanding, as restated as of the date hereof. 

2. Letter Agreement, dated the date hereof, between 
National Westminster Bank USA and Donald J. Trump relating to 
the Restated Credit Note and the NatWest Letters of Credit. 

Covered Debt: All-but without duplication of NatWest 

Letters of Credit. 


t: 

A. "Penn Yards Loan" 

IteasrlptiQn jpf .Notes 

1. Note from Lincoln West Associates ("Lincoln 
West") to Chase dated September 17, 1982 in the principal 
amount of $16,700,000. 

2. Note from Lincoln West to Chase dated December 
8, 1982 in the principal amount of $33,300,000. 

The Notes described in items l and 2 above were 
modified by a certain Mortgage Consolidation and Spreader 
Agreement between Chase and Lincoln West dated December 8, 
1982. 


Notes 1 and 2 were further modified by Note Modifica- 
tion, Assumption and Extension Agreement between Chase and Penn 
Yards dated January 14, 1985. 

3. Note from Lincoln West to Chase dated Septem- 
ber 2, 1983 in the principal amount of $1,440,400. 

Note 3 was modified by Note Modification, Assumption 
and Extension Agreement between Chase and Penn Yards dated 
January 14, 1985. 

4. Note from Lincoln West to Chase dated Octo- 
ber 13, 1983 in the principal amount of $11,030,105.77. 

Note 4 was modified by Note Modification, Assumption 
and Extension Agreement between Chase and Penn Yards dated 
January 14, 1985. 
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5. Note froD Lincoln West to Chase dated Decem- 
ber 2, 1983 in the principal amount of $7,638,056.66. 

Note 5 was modified by Note Modification, Assumption 
and Extension Agreement between Chase and Penn Yards dated 
January 14, 1985. 

6. Note from Lincoln West to Chase dated Decem- 
ber 2, 1983 in the principal amount of $4,059,437.57. 

Note 6 was modified by Note Modification, Assumption 
and Extension Agreement between Chase and Penn Yards dated 
January 14, 1985. 

7. Note from Penn Yards to Chase dated January 14, 
1985 in the principal amount of $10,832,000. 

8. Note from Penn Yards to Chase dated June 29, 

1988 in the amount of $115,000,000. 

Notes 1 through 8 above were consolidated by a Note 
Consolidation, Modification and Extension Agreement dated 
June 29, 1988 between Chase and Penn Yards. 

Notes 1 through 8 were modified by a Note Modifica- 
tion Agreement dated as of August 8, 1990 between Chase and 
Penn Yards. 

£A. Note from Penn Yards to Chase dated as of August 
8, 1990 in respect of capitalized interest. 

Description of Mortgages 

9. Mortgage from Lincoln West and Masovi Corpora- 
tion to Chase dated September 17, 1982 in the principal amount 
of $16,700,000. 

10. Mortgage from Lincoln West to Chase dated 
December 8, 1982 in the principal amount of $33,300,000. 

Mortgages described in items 9 and 10 above were 
consolidated by Mortgage Consolidation and Spreader Agreement 
between Chase and Lincoln West dated December 8, 1982. 

Mortgages described in items 9 and 10, as 
consolidated, were modified by a Mortgage Modification Agree- 
ment between Chase and Penn Yards, dated January 14, 1985. 

11. Mortgage from Lincoln West to Chase dated 
September 2, 1983 in the principal amount of $1,440,400. 


3 



i 


619 


Mortgage described in item 11 was modified by 
Mortgage Modification Agreement between Chase and Penn Yards, 
dated January 14 , 1985. 

12. Mortgage from Lincoln West to Chase dated 
October 13, 1983 in the principal amount of $11,030,105.77. 

Mortgage described in item 12 was modified by 
Mortgage Modification Agreement between Chase and Penn Yards, 
dated January 14, 1985. 

13. Mortgage from Lincoln West to Chase dated 
December 2, 1983 in the principal amount of $7,638,056.66. 

Mortgage described in item 13 was modified by 
Mortgage Modification Agreement between Chase and Penn Yards, 
dated January 14, 1985. 

14. Mortgage from Lincoln West to Chase dated 
December 2, 1983 in the principal amount of $4,059,437.57. 

Mortgage described in item 14 was modified by 
Mortgage Modification Agreement between Chase and Penn Yards 
dated January 14, 1985. 

15. Mortgage dated January 14, 1985 from Penn Yards 
to Chase in the principal amount of $10,832,000. 

16. Mortgage, ^Assignment of Leases and Rents and 
Security Agreement from Penn Yards to Chase dated June 29, 1988 
in the principal amount of $115,000,000. 

Mortgages described in items 9 through 16 above were 
consolidated and modified by a Mortgage Consolidation and 
Modification Agreement between Chase and Penn Yards dated June 
29, 1988. 


17. Mortgages described in items 9 through 16 above 
were modified by Mortgage Modification Agreement between Chase 
and Penn Yards dated as of August 8, 1990. 

18. Collateral Mortgage, Assignment of Leases and 
Rents and Security Agreement from Trump** Equitable to Chase 
dated as of August 8, 1990 in the amount of $35 million. 

18A. Mortgage, Assignment of Leases and Rents and 
Security Agreement from Penn Yards to Chase dated as of August 
8, 1990 in respect of capitalized interest. 

Bgg.sriptiQn gr.fiuax&nfcsafl 

19. Guaranty of Payment made by Trump dated as of 
June 29, 1988 ( M Penn Yards Guaranty* 1 ). 
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Description of Indemnities 

20. Indemnity Agreement (Hazardous Waste) made by 
Penn Yards and Trump dated June 29 , 1988. 

Covered Debt to extent of $35 million, subject to 
adjustment as provided in the document described in item 19 
above . 


8. "$9,000,000 Penn Yards Loan" 

Description of Loan 

Advances, from time to time, aggregating $9,000,000 
from Chase for real estate taxes in connection with Penn Yards. 

Description of Loan Documents 

1. Letter agreement acknowledging advances are made 
pursuant to protective provisions of Mortgage and deferring 
interest on any such advances. 

2. Guaranty of Payment from DJT. 

3. Mortgage, Assignment of Leases and Rents and 
Security Agreement from Penn Yards to Chase dated as of August 
8, 1990 in the amount of $9,000,000 securing obligations under 
the letter agreement. 

3A. Collateral Mortgage, Assignment of Leases and 
Rents and Security Agreement from Trump Equitable to Chase 
dated as of August 8, 1990 in the amount of $9 million. 

4. Indemnity Agreement from DJT and Trump Equitable 
dated as of August 6, 1990. 

Covered Debt: Indebtedness outstanding at the time 

of determination pursuant to Item 2 above. 

C. "Chase DJT Loan" 

Description of Loan Documents 

Various unsecured notes executed at different times 
in different amounts which as of the Closing Date evidence the 
aggregate principal amount of $18,700,000. Those notes shall 
be replaced by the following documents on the date of August 8, 
1990: 

1. Note in the amount of $18,700,000 from DJT to 
Chase ("18.7 Note"). 
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2. Guaranty of Payment from Trump Equitable to 
Chase of the 18.7 Note dated as of August 8, 1990. 

3. Mortgage, Assignment of Leases and Rents and 
Security Agreement from Trump Equitable to Chase dated as of 
August 8, 1990 in the principal amount of $18,700,000 which 
secures the Trump-Equitable guaranty. 

4. Indemnity Agreement by DJT and Trump Equitable 
co Chase dated as of August 8, 1990. 

Covered Debt: All 


Mldlantlo : 


A. "Midlantic Term Loan" 

1. Tens Loan Agreement dated November 29, 1989 by and 
between DJT and MIDLANTIC 

2. $37MM Mortgage Note dated November 29, 1989 by DJT in 
favor of MIDLANTIC 

3. Fee/Leasehold Mortgage dated November 29, 1989 by and 
between DJT as Mortgagor and MIDLANTIC as Mortgagee 
recorded with the Atlantic County Clerk's Office on 
December 4, 1989 in mortgage book 4288 at page 121 

4. Collateral Assignment of Lease or Leases dated 
November 29, 1989 by and between DJT as Assignor and 
MIDLANTIC as Mortgagee 

5. Tenant Estoppel Letter dated November 29, 1989 from 
DJT to MIDLANTIC 

6. Subordination Agreement dated November 29, 1989 from 
DJT to MIDLANTIC 

Covered Debt: All 


B. "Midlantic Castle Working Capital Loan" 

1. $1 5MM Grid Note dated June 10, 1989 executed by 
TRUMP'S CASTLE ASSOCIATES in favor MIDLANTIC 

2. Continuing Guaranty — Limited dated June 10, 1988 by 
DJT in favor of MIDLANTIC 

Covered Debt: $6.5 million or such other amount as 

is outstanding at the time of determination pursuant 
to Item 2 above. 

C. "$7 Million Midlantic DJT Loan" 

1. $7MM Grid Note dated June 10, 1989 executed by DJT in 
favor MIDLANTIC 

Covered Debt: All 
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D. "Midlantic Letters of Credit" 

1. $1 . 5 KM LOC 1700359 (as amended; previously #500329) 
dated April 1, 1988 issued by MIDLANTIC for DJT ac- 
count to National Union Fire Insurance Company to 
support insurance premiums! losses and escrow ac- 
counts for Trump's Plaza Hotel and Casino and Trump's 
Castle Hotel and Casino, together with Standby LOC 
Agreement and Application dated August 26, 1987 and 
prior LOC dated August 26, 1987 

2. $1 . 5MM LOC #700745 dated September 7, 1988 issued by 
MIDLANTIC for DJT, TRUMP'S PLAZA ASSOCIATES and 
TRUMP'S CASTLE ASSOCIATES to National Union Fire 
Insurance Company to support insurance premiums, 
losses and escrow accounts, together with Standby LOC 
Agreement and Application dated August 31, 1988 


Covered Debt: All 




A. "Princess Loan" 

1. Loan Agreement between BOSTON SAFE DEPOSIT AND TRUST 
COMPANY ("BOSTON SAFE") and ALIBAN, INC. ("ALIBAN ") 
regarding Trump Princess loan dated December 16, 1987 

2. $29MM Secured Promissory Note evidencing Trump 
Princess loan dated December 16, 1987 

3. Modification, Amendment and Confirmation Agreement 
between ALIBAN, DJT and BOSTON SAFE dated June 20, 
1988, modifying, amending and confirming the Vessel 
Loan documentation 

4. Statutory Mortgage on M/Y Trump Securing the Obliga- 
tions of ALIBAN under the Trump Princess loan dated 
December 16, 1987 

5. Deed of Covenants by ALIBAN to BOSTON SAFE -dated 
December 16, 1987 

6. Pledge Agreement between DJT and BOSTON SAFE dated as 
of December 16, 1987 regarding the collateral pledge 
of the stock of DJT in ALIBAN to BOSTON SAFE 

7. $10MM Partial Guarantee given by DJT in favor of 
BOSTON SAFE dated as of December 13, 1987 with 
respect to the ALBIAN obligations under the Trump 
Princess Loan Agreement 

8. Assignment of Insurances respecting the Trump 
Princess between ALIBAN and BOSTON SAFE dated 
December 16, 1987 with Notice of Assignment, Loss 
Payable Clauses and Protection and Indemnity 
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9* General Assignment of Earnings, Etc. between ALIBAN 
and BOSTON SAFE dated December 16, 1987 regarding 
collateral assignment by ALIBAN to BOSTON SAFE of 
earnings arising from the Trump Princess 
10. Security Agreement between ALIBAN and BOSTON SAFE 
dated December 16, 1987 

Covered Debt: $10 million, or such other amount as 

is outstanding at the time of determination pursuant 
to Item 7 above (DJT Guaranty of Princess Loan) 

B. "Princess $10 Million Loan" 

1. $10KM Demand Loan Note from DJT to BOSTON SAFE dated 

March 14, 1988 

Covered Debt: All 

C. "Mar-a-Lago Loan" 

1. $12KM Five-Year Adjustable Rate Note on Mar-a-Lago 
executed by DJT in favor of BOSTON SAFE dated 
September 2, 1988 

2. $12KM Mortgage on Mar-a-Lago dated September 2, 1988 
securing the obligations of Trump under the Mortgage 
Note 

Covered Debt: All 


M«rln» Midland : 

A. "Palm Beach Credit Facility" 

1. Promissory Note dated October 22, 1986 by TRUMP PALM 
BEACHES CORPORATION to MARINE MIDLAND BANK, N.A. for 
$60MM 

2. Loan Agreement dated as of October 22, 1986 between 
MARINE MIDLAND BANK, N.A. and TRUMP PAl M BEACHES 
CORPORATION 

3. Mortgage and Security Agreement dated October 22, 

1986 from TRUMP PALM BEACHES CORPORATION to MARINE 
MIDLAND BANK, N.A. for $60MM 

4. Collateral Assignment of lessor 's Interest in 
Lease (s) dated October 22, 1986 from TRUMP PAU4 
BEACHES CORPORATION in favor of KARINE MIDLAND BANK, 
N.A. 

5. Guaranty of Payment dated as of October 22, 1986 from 
DONALD J. TRUMP to KARINE MIDLAND BANK, N.A. 

6. Guaranty of Carry dated October 22, 1986 from DONALD 
J. TRUMP to MARINE MIDLAND BANK, N.A. 

7. Modification and Reaffirmation of Guaranty of Carry 
and Guaranty of Payment made as of January 29, 1988 
by DONALD J. TRUMP to MARINE MIDLAND BANK, N.A. 
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8. Cash Collateral Agreement, dated as of the date 
hereof, by and anong Donald J. Trump and KARINE 
MIDLAND BANK, N.A. 

Covered Debt: $14 million principal (subject to 

reduction as set forth in the definition of Covered 
Debt Obligations) and all due and unpaid interest 
under the Palm Beach Credit Facility. 


Citibank: 


A. "Alexander's Loan" 

1. Amended and Restated Loan Agreement, dated as of 
October 26, 1987 (as amended by letter amendments 
dated October 26, 1988, October 26, 1989 and April 
26, 1990), by and between THE TRUMP-ALEXANDER'S 
COMPANY and CITIBANK 

2. Promissory Note, dated July 25, 1990, made by The 
Trump-Alexander's Company to Citibank, N.A. in 
principal amount of $954,055.00* 

3. Promissory Note, dated as of August 8, 1990, made by 
The Trump-Alexanders Company to Citibank, in 
principal amount not more than approximately 
$5,245,296.00* 

* Both of the Promissory Notes referred to in Items 2 and 3 
will be cancelled on the Closing Date and added to the 
principal amount of the loan made pursuant to Item 1. 

Covered Debt: All 


B. "Mastercard/Visa Agreement" 

Agreement, dated as of June 7, 1989, by and 
between Citicorp Credit Services, Inc., Card 
Acceptance Division, a Delaware corporation, and 
Trump Shuttle, Inc., a corporation organized 
under the laws of New York, and certain af- 
filiates . 

Covered Debt: None . 


C. "CB Interest Rate Swap" 

Interest Rate Swap Agreement, dated as of 
September 5, 1989, between Citibank, N.A., New 
York and Donald J. Trump (for the benefit of the 
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Trump Shuttle) an individual currently residing 
at 721 5th Avenue, New York, Hew York 10022. 


Covered Debt : Yes 


D. "Plaza Junior" 

1. Citibank Commitment for Interim Loan Facility for 
$125MM dated July 8, 1988 

2. Specimen Promissory Hote from D. TRUMP to CITIBANK 
for $125KM, dated July 21, 1988 

3. Loan Agreement between D.J. TRUMP and CITIBANK, dated 
July 21, 1988 (with exhibits) 

4. Assignment, Pledge and Security Agreement by and 
between D.J. TRUMP and CITIBANK, dated July 21, 1988 

5. Assignment, Pledge and Security Agreement by and 
between DJT PLAZA HOTEL CORP. and CITIBANK, dated 
July 21, 1988 

6. Assignment, Pledge and Security Agreement by and 
between PLAZA OPERATING PARTNERS LTD and CITIBANK, 
dated July 21, 1988 

7. Guaranty made by DJT PLAZA HOTEL CORP. 


Covered Debt: All 


E. "Shuttle Junior" 

1. $135MM Credit Agreement dated as of June 7, 1989 
among D. TRUMP and THE BANKS NAMED THEREIN and 
CITIBANK, as agent. 

2. Second Priority Pledge Agreement, dated June 7, 1989, 
made by Donald J. Trump to Citibank, N.A. 

3. Intercreditor Agreement, dated June 7, 1989, by and 
between Citibank, N.A., as Agent under the Trump 
Credit Agreement and the First Pledge Agreement, and 
Citibank, as Agent under the Trump Credit Agreement 
and the Second Pledge Agreement. 

Covered Debt: All 


F. "Trump Palace Loan" 

1. Note Modification Agreement, dated as of February 14, 
1989, made by Donald J. Trump d/b/a The Trump Palace 
Company to Citibank, N.A., individually and as agent for 
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one or more co-lenders , in the principal amount of 
$60,000,000. 

2. Mortgage Modification, Restatement, Extension and Spreader 
Agreement, dated as of February 14, 1989, between Donald 
J. Trump d/b/a The Trump Palace Company and Citibank, 

H.A., individually and as agent for one or more co- 
lenders, in the principal amount of $60,000,000, recorded 
in the Office of the City Register, New York County (the 
"glfcY.. Register ' 8 O ffice") on February 17, 1989, in Reel 
1537, Page 767. 

3. Building Loan Note Modification Agreement No. 1, dated as 
of February 14, 1989, between Donald J. Trump d/b/a The 
Trump Palace Company and Citibank, N.A. , individually and 
as agent for one or more co-lenders, in the principal 
amount of $4,893,203. 

4. Building Loan Mortgage Modification, Restatement, Exten- 
. sion and Spreader Agreement No. 1, dated as of February 

14, 1989, between Donald J. Trump d/b/a The Trump Palace 
Company and Citibank, N.A. , individually and as agent for 
one or more co-lenders, in the principal amount of 
$4,893,203, recorded in the City Register's Office on 
February 17, 1989, in Reel 1537, page 660. 

5. Indirect Costs Mortgage Note, dated as of February 14, 

1989, from Donald J. Trump d/b/a The Trump Palace Company 
to Citibank, N.A., individually and as agent for one or 
more co-lenders, in the principal amount of $51,548,158. 

6. Indirect Costs Mortgage, dated as of February 14, 1989, 
from Donald J. Trump d/b/a The Trump Palace Company to 
Citibank, N.A., individually and as agent for one or more 
co-lenders, in the principal amount of $51,548,158, 
recorded in the City Register's Office on February 17, 

1989, in Reel 1537, Page 565, on which the mortgage 
recording tax of $1,159,834.50 was duly paid. 

7. Building Loan Mortgage Note No. 1, dated as of February 
14, 1989, from Donald J. Trump d/b/a The Trump Palace 
Company to Citibank, N.A., individually and as agent for 
one or more co-lenders, in the principal amount of 
$7,451,842. 

8. Building Loan Mortgage No. 1, dated as of February 14, 

1989, from Donald J. Trump d/b/a The Trump Palace Company 
to Citibank, N.A., individually and as agent for one or 
more co-lenders, in the principal amount of $7,451,842 
(not delivered to title company for recording) . 

9. Building Loan Mortgage Note No. 2, dated as of February 
14, 1989, from Donald J. Trump d/b/a The Trump Palace 
Company to citibank, N.A., individually and as agent for 
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one or more co-landers , in tha principal amount of 
$7,000,000. 

10. Building Loan Mortgaga No. 2, datad as of February 14, 
1989, from Donald J* Trump d/b/a Tha Trump Palace Company 
to Citibank, N.A. , individually and as agent for one or 
more co-landers, in tha principal amount of $7,000,000 
(not delivered to title company for recording). 

11. Building Loan Mortgage Note No. 3, dated as of February 
14, 1989, from Donald J. Trump d/b/a The Trump Palace 
Company to Citibank, N.A., individually and as agent for 
one or more co-landers, in tha principal amount of 
$7,000,000. 

12. Building Loan Mortgaga No. 3, datad as of February 14, 
1989, from Donald J. Trump d/b/a The Trump Palace Company 
to Citibank, N.A., individually and as agent for one or 
more co-lenders, in tha principal amount of $7,000,000 
(not delivered to title company for recording). 

13. Building Loan Mortgage Note No. 4, dated as of February 
14, 1989, from Donald J. Trump d/b/a Tha Trump Palace 
Company to Citibank, N.A., individually and as agent for 
one or more co-lenders, in tha principal amount of 
$7,000,000. 

14. Building Loan Mortgage No. 4, dated as of February 14, 
1989, from Donald J. Trump d/b/a The Trump Palace Company 
to Citibank, N.A., individually and as agent for one or 
more co-lenders, in the principal amount of $7,000,000 
(not delivered to title company for recording). 

15. Building Loan Agreement, dated as of February 14, 1989, 

between Donald J. Trump d/b/a The Trump Palace Company and 
Citibank, N.A., individually and as agent for one or more 
co-lenders, filed in the Office of the County Clerk, New 
York County (the "County Qllififi") • 

16. Indirect Costs Loan Agreement, dated as of February 14, 
1989, between Donald J. Trump d/b/a The Trump Palace 
Company and citibank, N.A., individually and as agent for 
one or more co-lenders. 

17. Assignment of Landlord's Interest in Rents and Leases, 
dated as of February 14, 1989, made by Donald J . Trump d/ 
h/a The Trump Palace Company to Citibank, N.A., 
individually and as agent for one or more co-lenders, 
recorded in the City Register's Office on February 17, 
1989, in Reel 1537, Page 874. 

18. Guaranty of Payment, Performance and Completion and 
Indemnification Agreement, dated as of February 14, 1989, 
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from Donald J. Trump to Citibank, N.A., individually and 
as agsnt for one or more co-lenders. 

19. Subordination of Mortgage and Standstill Agreement, dated 
as of February 14, 1989, between THTM Associates ( " THTM 11 ) 
and Citibank, H.A., individually and as agent fojr one or 
more co-lenders, recorded in the City Register's office on 
February 17, 1989, in Reel 1537, Page 859. 

20. Termination of Assignment of Landlord's Interest in Rents 
and Leases made by Citibank, N.A., terminating Assignment 
of Leases from Donald J. Trump to Citibank, N.A., dated 
December 30, 1985, recorded on January 8, 1986, in Reel 
1010, Page 7, recorded in the City Register's Office on 
February 17, 1989, in Reel 1537, Page 885, 

21. Mortgage Modification Agreement, dated as of February 14, 
1989, between THTM and Trump, recorded in the City 
Register's Office on February 17, 1989, in Reel 1537, Page 
752. 

22. Mortgage and Note Severance and Modification Agreement, 
dated as of February 14, 1989, between THTM and Trump, 
recorded in the City Register's Office on February 17, 

1989, in Reel 1537, Page 758. 

23. Substitute Mortgage Note No. 1, dated as of February 14, 
1989, between Trump and THTM in the principal amount of 
$4,893,203. 

24. Substitute Mortgage No. 1 (" Substitute Mortgage 1 ") . dated 
as of February 14, 1989, between Trump and THTM in the 
principal amount of $4,893,203, recorded in the City 
Register's Office on February 17, 1989, in Reel 1537, page 
651. 

25. Assignment of Mortgage, dated as of February 14, 1989, 
from THTM to Citibank, N.A., individually and as agent for 
one or more co-lender, recorded in the City Register's 
Office on February 17, 1989, in Reel 1537, Page 656 (as- 
signs Substitute Mortgage 1) . 

26. Building Loan Note Modification Agreement No. 2, dated as 
of March 7, 1989, made by Donald J. Trump d/b/a The Trump 
Palace Company to Citibank, N.A., individually and as 
agent for one or more co-lender in the principal amount of 
$761,339. 

27. Building Loan Mortgage Modification, Restatement, Exten- 
sion and Spreader Agreement No. 2, dated as of March 7, 
1989, between Donald J. Trump d/b/a The Trump Palace 
Company and Citibank, N.A., individually and as agent for 
one or more co-lender in the principal amount of $761,339, 
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recorded in the City Register's Office on March 16, 1989, 
in Reel 1548, Page 137. 

28. Mortgage and Mote Severance and Modification Agreement Ho. 

2, dated as of March 7, 1989, between THTM and Trump, 
recorded in the City Register's Office on March 16, 1989, 
in Reel 1548, Page 228. 

29. Substitute Mortgage Note No. 2, dated as of March 7, 1989, 
between Trump and THTM in the principal amount of 

$761, 339. 

30. Substitute Mortgage No. 2 (" Substitute Mortgage 2 ") . dated 
as of March 7, 1989, between Trump and THTM in the 
principal amount of $761,339, recorded in the City 
Register's Office on March 16, 1989, in Reel 1548, Page 
0125. 

31. Assignment of Mortgage, dated as of March 7, 1989, from 
THTM to Citibank, N.A., individually and as agent for one 
or more co-lender, recorded in the City Register's Office 
on March 16, 1989, in Reel 1548, Page 0133 (assigns 
Substitute Mortgage 2) . 

32. Building Loan Note Modification Agreement No. 3, dated as 
of April 7, 1989, made by Donald J. Trump d/b/a The Trump 
Palace Company to Citibank, N.A., individually and as 
agent for one or more co-lender in the principal amount of 
$997,201. 

33. Building Loan Mortgage Modification, Restatement Extension 
and Spreader Agreement No. 3, dated as of April 7, 1989, 
between Donald J. Trump d/b/a The Trump Palace Company and 
Citibank, N.A., Individually and as agent for one or more 
co-lender in the principal amount of $997,201, recorded in 
the City Register's Office on April 13, 1989 in Reel 1560 
Page 0729. 

34. Mortgage and Note Severance and Modification Agreement No. 

3, dated as of April 7, 1989, between THTM and Trump, 
recorded in the city Register's Office on April 13, 1989 
in Reel 1560, Page 709. 

35. Substitute Mortgage Note No. 3, dated as of April 7, 1989, 
between Trump and THTM in the principal amount of 
$997,201. 

36. Substitute Mortgage No. 3 (" Substitute Mortgage 3 "1, dated 
as of April 7, 1989, between Trump and THTM in the 
principal amount of $997,201, recorded in the City 
Register's Office on April 13, 1989, in Reel 1560, Page 
0720. 
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37. Assignment of Mortgage, dated as of April 7, 1989, from 
THTM to Citibank, N.A., individually and as agent for one 
or more co-lender, recorded in the city Register's Office 
on April 13, 1989, in Reel 1560, Page 0725 (assigns 
Substitute Mortgage 3). 

v 

38. Building Loan Note Modification Agreement No. 4, dated as 
of May 10, 1989, made by Donald J. Trump d/b/a The Trump 
Palace Company to citibank, N.A., individually and as 
agent for one or more co-lender in the principal amount of 
$1,228,557. 

# 

39. Building Loan Mortgage Modification, Restatement, Exten- 
sion and Spreader Agreement No. 4, dated as of May 10, 
1989, between Donald J. Trump d/b/a The Trump Palace 
Company and Citibank, N.A., individually and as agent for 
one or more co-lender in the principal amount of 
$1,228,557, recorded in the City Register's Office on May 
30, 1989 in Reel 1582 Page 0448. 

40. Mortgage and Note Severance and Modification Agreement 
No. 4, dated as of May 10, 1989, between THTM and Trump, 
recorded in the City Register's Office on May 30, 1989, in 
Reel 1582, Page 428. 

41. Substitute Mortgage Note No. 4, dated as of May 10, 1989, 
between Trump and THTM in the principal amount of 
$1,228,557. 

42. Substitute Mortgage No. 4 (" Substitute Mortgage A ") . dated 
as of May 10, 1989, between Trump and THTM in the 
principal amount of $1,228,557, recorded in the City 
Register's Office on May 30, 1989, in Reel 1582, Page 

04 39. 

43. Assignment of Mortgage, dated as of May 10, 1989, from 
THTM to Citibank, N.A., individually and as agent for one 
or more co-lender, recorded in the City Register's Office 
on May 30, 1989, in Reel 1582, Page 0444 (assigns 
Substitute Mortgage 4) . 

44. Building Loan Note Modification Agreement No. 5, dated as 
of June 9, 1989, made by Donald J. Trump d/b/a The Trump 
Palace Company to Citibank, N.A. , Individually and as 
agent for one or more co-lender in the principal amount of 
$1,548,428. 

45. Building Loan Mortgage Modification, Restatement, Exten- 
sion and Spreader Agreement No. 5, dated as of June 9, 

1989, between Donald J. Trump d/b/a The Trump Palace 
Company and Citibank, N.A., individually and as agent for 
one or more co-lender in the principal amount of 
$1,548,428, recorded in the City Register's Office on June 
23, 1989 in Reel 1591, Page 1371. 
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46. Mortgage and Note Severance and Modification Agreement Ho. 
5, dated ae of June 9, 1989, between THTM and Trump, 
recorded in the City Register's Office on June 23, 1989, 
in Reel 1591, Page 1360. 

47. Substitute Mortgage Note No. 5, dated as of June 9, 1989, 
between Trump and THTM in the principal amount of 
$1,548,428. 

48. Substitute Mortgage Ho. 5 ("Substit ute Mortgage 5 "). dated 
as of June 9, 1989, between Trump and THTM in the 
principal amount of $1,548,428, recorded in the City 
Register's Office on June 23, 1989, in Reel 1591, Page 
1351. 

49. Assignment of Mortgage, dated as of June 9, 1989, from 
THTM to Citibank, N.A., individually and as agent for one 
or more co-lender, recorded in the City Register's Office 
on June 23, 1989, in Reel 1591, Page 1356 (assigns 
Substitute Mortgage 5) • 

50. Building Loan Note Modification Agreement, dated as of 
June 30, 1989, made by Donald J. Trump d/b/a The Trump 
Palace Company to Citibank, N.A., individually and as 
agent for one or more co-lender in the principal amount of 
$70,571,271. 

51. Building Loan Mortgage Modification, Restatement, Exten- 
sion and Spreader Agreement, dated as of June 30, 1989, 
between Donald J. Trump d/b/a The Trump Palace Company and 
Citibank, N.A., individually and as agent for one or more 
co-lender in the principal amount of $70,571,271, recorded 
in ths City Register's Office on July 5, 1989, in Reel 
1596, Page 1746. 

52. Assignment of Mortgage, dated as of June 30, 1989, from 
THTM to Citibank, N.A., individually and as agent for one 
or more co-lender, recorded in the City Register's Office 
on July 5, 1989, in Reel 1596, Page 1839. 

53. Indirect Costs Mortgage Modification Agreement, dated as 
of July 10, 1989, between Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, N.A., individually and as 
agent for one or more co-lender, recorded in the City 
Register's Office in Reel 1632, Page 1996 on October 27, 
1989. 

54. Building Loan Mortgage Modification Agreement, dated as of 
July 10, 1989, between Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, N.A., individually and as 
agent for one or more co-lender, recorded in the City 
Register's Office in Reel 1632, Page 2014 on October 27, 
1989. 
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55. Building Loan Mortgage Modification Agreement, dated as of 
July 10, 1989, betveen Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, N.A., individually and as 
agent for one or more co-lender, recorded in the city 
Register's Office in Reel 1632, Page 2002 on October 27, 
1989. 

56. Building Loan Mortgage Modification Agreement, dated as of 
July 10, 1989, betveen Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, H.A., individually and as 
agent for one or more co-lender, recorded in the City 
Register's Office in Reel 1632, Page 2008. 

57. Building Loan Mortgage Modification Agreement, dated as of 
July 10, 1989, between Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, N.A. , individually and as 
agent for one or more co-lender, recorded in the City 
Register's Office in Reel 1632, Page 2026 on October 27, 
1989. 

58. Building Loan Mortgage Modification Agreement, dated as of 
July 10, 1989, betveen Donald J. Trump d/b/a The Trump 
Palace Company and Citibank, N.A., individually and as 
agent for one or more co-lender, recorded in the City 
Register's Office in Reel 1632, Page 2020 on October 27, 
1989. 

59. Interest Rate Exchange Agreement, dated as of February 15, 
1989, betveen Donald J. Trump d/b/a/ as The Trump Palace 
Company and Citibank, N.A. (the "Palace Swap 1 *) . 

Covered Debt: Principal Amounts funded pursuant to 

the Interest Reserve (up to $40 million) (but not any interest 
or other obligations in respect thereof) (such amount, 

"Interest Reserve") and the Palace Swap. 


Bankers Trust : 

A. "BT Loans" 

1. Revolving Credit Agreement dated as of June 27, 1989 
betveen DJT and BANKERS TRUST COMPANY 

2. Revolving Credit Note dated as of June 27, 1989 
betveen DJT and BANKERS TRUST COMPANY for $100KM 

3. Promissory Note (Interest Bearing) made by Donald J. 
Trump to Bankers Trust Company, dated March 1, 1990, 
in the principal amount of $4 million. 

4. interest Rate and Currency Exchange Agreement, dated 
as of June 7, 1989 betveen Donald J. Trump and Bank- 
ers Trust Company (ths "BT Interest Rate Swap") 
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Covered Debt: All 


MHT : 

* 

A. "MHT Regency Loan" 

1. $85KM Loan Agreement dated as of August 1, 1989 
between MANUFACTURES HANOVER TRUST COMPANY (MHTC) and 
TRUMP CRYSTAL TOWER ASSOCIATES LIMITED PARTNERSHIP 

2. Promissory Nota for $85MM dated August 1, 1989 from 
TRUMP CRYSTAL TOWER ASSOCIATES LIMITED PARTNERSHIP to 
MHTC 

3. Mortgage and Security Agreement dated August 1, 1989 
from TRUMP CRYSTAL TOWER ASSOCIATES LIMITED 
PARTNERSHIP in favor of MHTC 

4. Guaranty from D. TRUMP for the benefit of MHTC, dated 
August 1, 1989 

5. Initial Advance Borrowing Certificate dated August 1, 
1989 pursuant to Section 7 of the TCTALP/MHTC Loan 
Agreement 


Covered Debt: $19,274,027 or such other amount as is 

outstanding at the time of determina- 
tion pursuant to Item 4 above. 


B. "KHT Hyatt Loan" 

1. Credit Agreement dated as of July 20, 1987 between D. 
TRUMP and MHTC for $80KM 

2. Promissory Note for $80MM dated July 20, 1987 from D. 
TRUMP to MHTC 

3. Security Agreement and Assignment of Contract dated 
as of July 20, 1987 made by The Trump Corporation in 
favor of MHTC 

4. Assignment, Pledge and Security Agreement dated as of 
July 20, 1987 made by D. TRUMP to MHTC re Regency- 
Lexington Partners ("RLP") 

5. Assignment, Pledge and Security Agreement dated as of 
July 20, 1987 made by D. TRUMP to MHTC re Park South 
Associates ("PSA") 

6. Pirst Amendment dated as of November 16, 1988 to the 
$80KM Credit Agreement 

7. Release of Assignment, Pledge and Security Agreement 
dated as of November 16, 1988 between D. TRUMP and 
MHTC 

8. Pirst Allonge to $80MM Promissory Note, dated 
November 16, 1988 


Covered Debt: All 
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All Existing Debt Credit Obligations held by MHT 
other than the MHT Hyatt Loan and the MHT Regency Loan are 
referred to herein as the "MHT Non-Hyatt Loans. " 

C. "MHT CPS Loan" 

1. Credit Agreement dated as of July 20, 1987 between D. 
TRUMP and KHTC for $55MM 

2. Revolving Credit Note dated as of July 20, 1987 aade 
by D. TRUMP to MHTC for $55MM 

3. Assignment, Pledge and Security Agreement dated as of 
July 20, 1987 aade by D. TRUMP to MHTC re St. Moritz 
Hotel Associates {"St. M") 

4. Assignment, Pledge and Security Agreement dated as of 
July 20, 1987 made by D. TRUMP to MHTC re Park South 
Associates ("PSA") 

5. First Amendment dated as of January 30, 1989 to the 
$55MM Credit Agreement 

6. First Allonge to $55KM Revolving Credit Note, dated 
January 30, 1989 

7. Release of Assignment, Pledge and Security Agreement 
dated as of January 30, 1989 between D. TRUMP and 
MHTC 

Covered Debt: All 


D. "MHT CPS Mortgage Loan" 

1. Mortgage Note dated January 31, 1973 made by LBREC 
REALTY INC. to Morris Green, Trustee under Hill of 
Dora Green, Deceased and Joyce Cheney in the amount 
of $1,600,000. 

2. Mortgage dated January 31, 1973 made by LBREC REALTY 
INC. to Morris Green, Trustees under Will of Dora 
Green, Deceased and Joyce Cheney. 

3. Assignment of Mortgage dated April 13, 1983, assigns 
Mortgage to Manufacturers Hanover Trust Company. 

4. Subordination Agreement dated April 13, 1983 between 
The Chase Manhattan Bank, N. A. and Manufacturers 
Hanover Trust Company. 

5. Agreement dated April 22, 1983 between Manufacturers 
Hanover Trust Company and Park South Associates 
extending maturity of note to April 22, 1986. 

6. Letter dated May 7, 1986 from Manufacturers Hanover 
Trust Company to Park South Associates extending 
maturity of note to April 22, 1988. 
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7 . Letter dated Kerch 11, 1988 from Manufacturers 
Hanover T»*ust Cospa ny to Park South Associates 
extending maturity of note to April 22, 1989. 

3. Letter dated April 17, 1989 fros Manufacturers 
Hanover Trust Company to Park South Associates 
extending maturity of note to April 22, 1990. 

Covered Debt: Hone 

E. "KHT East 61st Loan" 

1. Restructuring Agreement dated as of August 8, 1990 
between D. TRUMP and MHTC. 

2. Interest Equalization Hote dated August 8, 1990 from 
D. TRUMP to MHTC. 

3. Term Hote dated August 8, 1990 from D. TRUMP to MHTC. 

Covered Debt: All 


flM.t fidelity: 

A. "First Fidelity Taj Term Loan" 

1. Time Loan and Security Agreement dated as of November 
22, 1988 between FIRST FIDELITY RANK, H.A., HEW 
JERSEY, TRUMP TJtf MAHAL REALTY CORP. and D. TRUMP for 
$75MM and Promissory Note of TRUMP TAJ MAHAL REALTY 
CORP. executed and delivered in connection therewith. 

2. Guaranty dated as of November 22, 1988 to FIRST 
FIDELITY BANK, H.A., HEW JERSEY from TRUMP HOTEL 
MANAGEMENT CORP. and D. TRUMP. 

3. Collateral Assignment and General Security Agreement 
between TRUMP HOTEL MANAGEMENT CORP. and FIRST 
FIDELITY BANK, N.A., NEW JERSEY dated November 22, 
1988. 

4. First Mortgage and Security Agreement and Leasehold 
Mortgage between TRUMP TAJ MAHAL REALTY CORP. and 
FIRST FIDELITY BANK, N.A., NEW JERSEY, dated November 
22, 1988. 

6. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP., as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (Steel Pier 
Extension Lease) • 

6. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (Steel Pier 
Building Lease) . 
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7. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (Restaurant 
Lease) . 

8 . Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (Lot 116 Lease). 

9. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (3.7 Acre Parcel 
Lease) . 

10. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (Parcels 4, 5 
and 6, Lots 18, 41, 17 and 65 Lease). 

11. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (129.06 Lease). 

12. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (129.02 Lease). 

13. Lease Agreement dated March 28, 1990 between TRUMP 
TAJ MAHAL REALTY CORP. as Landlord and TRUMP TAJ 
MAHAL ASSOCIATES LIMITED PARTNERSHIP (210 Foot Strip 
Lease) . 

14. Assignment of Leases and Rents and Other Income dated 
November 22, 1988 between TRUMP TAJ MAHAL REALTY 
CORP, as Assignor and FIRST FIDELITY BANK, NATIONAL 
ASSOCIATION, NEW JERSEY as Assignee. 

Covered Debt: $75 million or such other amount 

outstanding at the time of determination pursuant to Item 2 
above . 


B. H First Fidelity Letters of Credit" 

1. $2,878,500 Letter of Credit No. N-300872 between 
Seashore Four Associates, as Account Party, First 
Fidelity Bank, N.A., New Jersey, as Issuer and naming 
as Beneficiary First Pennsylvania Bank as trustee for 
S.S.G. Enterprises. 

2. $1,500,000 Letter of Credit No. 1512/89 between Trump 
Taj Mahal Associates Limited Partnership, as Account 
Party, First Fidelity Bank, N.A., South Jersey, as 
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Issuer end naming as Beneficiary Atlantic City 
Electric Company, (Backed by $1, 500,000 Letter of 
Credit S13243 issued by First Fidelity Bank, N.A., 
for the benefit of First Fidelity Bank, N.A., South 
Jersey.} 

3. $110,000 Letter of Credit No. 1513/89 between Trump 
Taj Mahal Associates Limited Partnership, as Account 
Party, First Fidelity Bank, N.A., South Jersey, as 
Issuer and naming as Beneficiary South Jersey Gas 
Company. [Backed by $110,000 Letter of Credit S13244 
issued by First Fidelity Bank, N.A., for the benefit 
of First Fidelity Bank, N.A., South Jersey.} 

4. $1,760,000 Letter of Credit No. 1511/89 between Trump 
Taj Mahal Associates Limited Partnership, as Account 
Party, First Fidelity Bank, N.A. , South Jersey, as 
Issuer and naming as Beneficiary Atlantic City 
Electric Company, [Backed by $1,760,000 Letter of 
Credit S13245 issued by First Fidelity Bank, N.A., 
for the benefit of First Fidelity Bank, N.A., Sou\:h 
Jersey. ] 

5. $4,150,000 Letter of Credit No. S13717 between Trump 
Taj Mahal Associates Limited Partnership, as Account 
Party, Fidelity Bank, N.A., as Issuer and naming as 
Beneficiary Atlantic City Electric Company. 

6. Amendment to Application for Standby Letter of Credit 
and Standby Letter of Credit Agreement for LC No. N- 
300872. 

7. Amendment to Application for Standby Letter of Credit 
Application and Guaranty of Commercial Letter of 
Credit for Letter of Credit Numbers 1511/89, 1512/89 
and 1513/89. 

8. Amendment to Application for Standby Letter of Credit 
and Standby Letter of Credit Agreement for LC No. 
S13717. 

9. Amendment to Letters of Credit S13243, S13244 and 
S13245. 

Covered Debt: None 


C. "First Fidelity Auto Loans" 

1. Automobile Loans (a list of which has previously been 
furnished to the Lenders) to TRUMP TAJ MAHAL AS- 
SOCIATES LIMITED PARTNERSHIP evidenced by various 
notes executed at different times, prior to the date 
hereof, together with pledges of title and other 
agreements executed in connection therewith. 
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2. Aaandaant to Autoaobila Loans to TRUMP TAJ MAHAL AS 
SOCIATES LIMITED PARTNERSHIP. 

Covarad Debt: Nona 


23 



639 


■rtrtnH-W 


ouwutMi atemir} to 
■upport couiunl agnutaUi 

caUiuni iaaimti 


•gafilHQg .MP MQXMIS 


A. IRSXZ. 


1. OJT General Partnership Interest In Trump 
Mahal Associates Limited Partnership. 

<*) Piadga. AgiitMiita » 

A. 1. (a)(1) Pledge of general Partnership Interest to 
BTCo. 

A. 1 . (a) (2) Pledge of Proceeds of partnership Interest to 
BTCo. 


2. DJT Linited Partnership Interest in Trunp 
Mahal Associates. Limited Partnership . 

(a) Plaflgg Agraaa&ntfl. 

A. 2. (a){l) Pledge of Limited Partnership Interest to 
BTCo. 

A.2.(a)(2) Pledge of Frooeeds of Partnership Interest to 
BTCO. 


3. Trunp Taj Mahal , Inc. ("TTHI") General Partnership 

intarnt ln..TnLap,..Iai Mahal. Aiagslatta. Ilaltad Partnership. 


(a) Pltflga. Agxggama ■ 

A. 3. (a)(1) Pledge of general Partnership Interest to 
BTCo. 

A.3.(a)(2) Pledge of Prooeeds of Partnership Interest to 
BTCo. 

(b) Guaranttf > 

A. 3. (b)(1) guarantee by TTMI to BTCo. 
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(a) Pledge Agreement a. 

A. 4. (a)(1) Pledge of Stock to BTCo. 

5. DJT StQCfr. in TruiP HOttl Mftilftfltltnt Corgi • 

(a) Pledge. Attistasnts • 

A. 5. (a)(1) Pledge of Stook to BTCo. 

6. DJT Stock in Trump Tal Maha l Realty Corp. fTTMRC"! . 

(a) Pledge. Agxaeaa nls « 

A. 6. (a)(1) Pledge of Stook to STCo. 

7. DJT $25, 000, 000 Not* of Trump Taj Mahal 

Associates -UaltetiL Partnership.! 

(a) Pledge, Agrasaente- 

A. 7. (a)(1) Pledge of Mote by DJT to BTCo. 

B. XRffK T PLASA.BCTSL AM P C ASHW- 

1. DJT General Partnership Intaraat in 

Trump Plaza Associates. 

(a) Pledge Agreeseats* 

B. l. (a)(1) Pledge of General Partnership Intaraat to 

BTCo. 

B.l. (a) (2) Pledge of Prooaada of Partnarahlp Intaraat to 
BTCo. 

2. Trump Boardwalk Realty Corporation ( "TBRC" ) 

General Partnarahlp Interest in Trump P laza Associates . 

(a) Eledga Agreeaents- 

B. 2. (a)(1) Pledge of General Partnarahlp Intaraat to 
BTCo. 

B. 2 • (a) (2) Pledge of Prooaada of Partnarahlp Intaraat to 
BTCo. 

(b) Guarantees . 

B. 2. (b)(1) Guarantee bp TBRC to BTCo. 
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2. DJT Stock In Trump Boardwalk Realty Corporation. 

(a) Pladas Aariiainti, 

B. 3. (a)(1) Pledge of Stock to BTCo. 

4. DJT General Partnership Interest in 

Tr\ap Stashon Associates. 

(a) Bladgt AgresMenta. 

B. 4. (a)(1) Pledge of General Partnership interest to 
BTCo. 

B. 4 . (a) (2) Pledge of Proceeds of Partnership interest to 
BTCo. 

5. Trump Seashore Associates, Inc. ("TSAI”) 

General Partne rship Interest In Trump Seashore Associates . 

(a) Pledge Agreements. 

B. 5. (a)(1) Pledge of General Partnership Interest to 
BTCo. 

B.5.(a}(2) Pledge of Prooeeds of Partnership Interest to 
BTCo. 

(b) Guar ant sea- 

B. 5. (b)(1) Guarantee by TSAI to BTCo. 

6. mi stack in iniaa seashore Associates* -lug. 

(a) Pledge Agreements. 

B. 6. (a)(1) Pledge of stock to BTCo. 

7. Seashore Four Asso ciates ("Seashore Four") Fee Estate in Por- 
tion of Land U nderlying Trump Plaza Hotel and Casino . 

(a) Mortgages . 

B. 7. (a)(1) Mortgage and Security Agreeaent to BTCo. 

(b) Guarantees- 

B. 7, (b)(1) Guarantee by Seashore four to BTCo. 

(c) Assignment of Leases and Renta. 
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B, 7. (c)(1) Bmslg&ment of Leasts and Boat* to BTCo. 

8 . OJT General Partnership Interest in 

Stftthort four AllMlfttll. 

(a) Plsdqs Agreements . 

B. 8. (a)(1) Pltdg# of Qtntral Partnership interest to 
BTCo . 

B. 8 . (a) (2) Pledge of Prooeede of Partnership Interest to 
BTCo. 

9. Trump Boardwalk Realty Corporation ("TBRC") 

General Partnership I nterest in Seashor e Four Associates . 

(a) Eledge .Agreements- 

B. 9. (a)(1) Pledge of general Partnership Interest to 
BTCo. 

B.9.(a)(2) Pledge of Proceeds of Partnsrsbip Interest to 
BTCo. 

(t>) Guarantees- 

B. 9. (b)(1) guarantee by TBRC to BTCo. 

io- MX. Stock In Trump BcardMalK Realtx Csrporatign- 

(a) Pledge Agreements . 

B. 10. (a)(1) Pledge of Stock to BTCo. 

C. IRTXF' I C ABIU BQUk AM P -CABIHQ. 

1. DJT General Partnership Interest in Trump 

Castle Associates Llaite d -P a rtnershlPi 

(a) Pledge -Agreement a - 

C. i. (a)(1) Pledge of General Partnership Intsrsst to 

BTCo. 

C.I. (a) (2) Plsdgs of Proossds of Psirtnsrship Intsrsst to 
BTCo. 

2. DJT Limitsd Partnership Intsrsst in Trump 

CaaSle-AaffQfilatea Limited Partnership* 
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\A) Pledge Agreements . 

C. 2. (e)(1) Pledge of Limited Partnership Interest to 
BTCo. 

C.2.(a)(2) Pledge of Proceeds of Partnership Interest to 
BTCo. 

3 « Trump's Castle Hotel and Casino, Inc. ("TCHCI") 

General Partnership Interest in Trump 'a Castle Associates . 

(a) Pledge -Agreement a- 

C. 3. (a)(1) Pledge of general Partnership Interest to 
BTCo« 

C. 3 . (a) (2) Pledge of Prooeeds of Partnership Interest to 
BTCO* 

(b) Guarantees . 

C. 3. (b)(1) guarantee by TCHCI to BTCo. 

4. DJT Stock in Trump! a Castle Hoteland Casino^ Inc^ 

(a) Pledge Agreenenta- 

C. 4. (a)(1) Pledge of Stock to BTCo. 

5. DJT Fee and Leasehold. Estate ln Penthouse -Property . 

(a) Pledge -Aire taenia* 

C. 5. (a)(1) Mortgage to BTCo. 

(b) Guarani tea. 

(C. 5. (b)(1) Guarantee by DJT to BTCo.) 

(c) aaalgnaent at leases > 

C. 5. (c)(1) assignment of Leases. 

6. DJT Rights Under Contract re Penthouse Property . 

(a) Pledge. Agreements * 

C. 6. (a)(1) Pledge of Rights to BTCo. 
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7. OJT $2,000,000 Not* of Tramp'e Cattle 
At a oc la tat Limited Partnarthlp. 

(a) PI ad at Agreement*. 

C. 7. (a)(1) Pledge of vote by OJT to BTCo. 

O. IRPHP. MflgMCT KQT1L* 

1. DJT Liaitad Partnarthlp Intaraat in 

Inm Cryitfll iQNtr Aupclattg Halted Partngrahlp. 

(a) Pledge Agreement a. 

D. l. (a)(1) Pledge of Limited Partaerehip intaraat to 

BTCo . 

2. DJT Acquieition Corp. ("DJTAC" ) General Partnarthlp 
Interest in Trump Crvital Tower Attoclatea Limited Partnership . 

<*) Pledge Agreement*. 

D. 2. (a)(1) Pledge of General Partnarthlp Internet to 
BTCo. 

(b) Guarantees 

D. 2. (b)(1) Guarantee by DJTAC to BTCo. 

DJI strefc In OJT Asgulaltlon fiaou 

(a) Pledge Agreement*. 

D. l. (a)(1) Pledge of etook to BTCo. 

*ME1 I QBJL IBILDIMflA 

B. TROUP afiPB 

1. DJT Intaraat In Trump-Equ itable Joint Venture (Commercial) . 

(a) Pledge Agreement*. 

E. l. (a)(1) Pledge of Prooeedt of Joint Venture Znterett 

(Commerolal) to BTCo. 

2. HIT Intaraat In Trump-Equitable Joint Venture (Residential) . 


-vi- 


645 


(a) ElRdflS Aaraananta. 

E. 2. (a)(1) Pladga of Prooeada of Joint Ventura Xntaraat 
(Reaideatial) to ITCo. 


3. Tipparary Realty Corp. (“Tipperary") Xntaraat in Trunp- 
Ecruitabla -Joint Ventura (Commercial and Raa ldantial) . 

(a) Eladaa .AgrsfBsnts* 

E. 3. (a)(1) Pledge of Prooeada of Joint Venture Xntaraat 
to BTCo. 


F. TRUMP PARC 


8aa 100 Cantral Park South. 


0. 10 0 CENTRAL PARR SOUTH 

1. DJT Ganaral and Linitad Partnarahip Intaraat in Park 

South Associates . 

(a) Pledge Agreementa. 

G.l. (a)(1) Pladga of Partnarahip Xntaraat to BTCo. 

2. B. Plata Raalty Corp. ("BPRC") Linitad Partnarahip 

latsrsat in EflrK..SQUth.Asi.relit*g> 

(a) gliGflt-AfllSiRinti ■ 

C. 2. (a)(1) Pladga of Linitad Partnarahip Xntaraat to 
BTCO. 

3. DJT Stock in B. Plata Realty Coro. 

(a) Pltdgo Awsagnti- 

G. 3. (a)(1) Pladga of Stock to BTCo. 

b. mm fiaia (emi m la. mini * 

1* DJT Stock in Tha Trunn Corporation. 
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(a) Agenda! and Resta ted Pledge Agreenents . 

H.l. (a)(1) Pledge of stook to BTCo. (with respect to 
Trump Plata only) 

2. DJT General and Limited Partnership interests in 

The East 61 St. company. 

(a) Pledge Agneaenfci. 

K. 2. (a)(1) Pledge of Partnership Interests to BTCo. 

3. Plata Consulting Corp. ("PCC*) 

Limited Partnership Interest in The East 61 St, Company . 

(a) Pledge Ague eaenti- 

K. 3. (a)(1) Pledge of Limited Partnership Interest to 
BTCo. 

(b) Guarantees . 

H. 3. (b)(1) Guarantee by PCC to BTCo. 

4* DJT Stock ln^Plata^ Consulting Com . 

(a) Pledge Agreement* • 

K. 4. (a)(1) Pledge of Btook to BTCo. 
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l- DJT. general Partnership Interest in Plaid. operating Partners, 

(a) Pledge Agreements . 

I. 1. (a)(1) Pledge of General Partnership Interest to 
BTCo. 


2. DJT Plata Hotel Corp. ("PHC") Liaited Partnership 

Interest. In Partnerihlp. 

(a) Pledge .Agreements. 
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X. 2. (a)(1) Vlad?* of Limitad Vartmarahlp Xntaraat to 
BTCo. 

(b) Cuarantaaa . 

X. 2. (b)(1) Ouaramta* by VBC to BTCo. 

3. Elaxa Qptratlng Partnara ("POP.*! fixctai Prscttfla. 

(a) EUdai Attnaunta. 

1.3. (a)(1) Vladga of Bxoaat Vrooaada to BTCo. 

(b) Cuarantaaa. 

X. 3. (b)(1) Ouaranta* by VOV to BTCo. 


J. QRAMD HYATT 


1. CUT Ganaral Partnership Xntaraat In Ragancv-Laxlngton Partners, 
(a) Flttflqt .AqrtBBLtn.U« 

J.l. (a)(1) Vladga of vrooaada of Vartnarsblp Interest to 
BTCo. 

2. Tha Trump Corporation ("Trump Corp.") Xntaraat in 

Grand. Hyatt rtt Asrataant. 

(a) £itdat-Aaxtiatnt« « 

J. 2 .(a)(1) Vladga of raa Agreement to BTCo. 

-MRIH M Mffl. IhSSJM 

X. THI TRPHF MmU 

l- DJX.&tPcH In. Tha truan Shuttle, lns.» 

(a) Pledge.. Agreements » 

K. l. (a)(1) Vladga of Stook to BTCo. 

?• Tha Trump Shuttla Inc. ("TS1»1 Excess Procaada. 


ix- 
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(a) 

Pledge Agreements. 



K.*.(a) (1) 

Pledge o t Broess 

Proceeds to BTCo. 

(b) 





K. 2. (b)(1) 

guarantee by TBZ 

to BTCo. 


l. 717 Aimua 

1- 717 Ovnsd bv DT Air Coro. 

(a) Mortgages . 

L.l. (a)(1) aircraft Mortgage to BTCo. 

(b) Sumntatt* 

L. l. (b)( 1 ) guarantee by DT air Corp. to BTCo. 

m. mai t. m icm 

1. Trump Princess ^_Pvned by Aliban^_ Inc . 

(a) Mortgages . 

M. l. (a)(1) Birth Mortgage to BTCo. 

(b) Guaranteei . 

M.l. (b)(1) guarantee by Xll ban. Zoo. to BTCo. 

(c) Assignments . 

M.l. (c)(1) Charter Assignment rei Birth Mortgage. 

M.l. (c)(2) Znauranoe Assignment ret Birth Mortgage. 

■ FAMILY BPBIHZB6JBB 

M. BAM BR1AA, BUMMYBZDI TOWIRS, TO PAVZLZOV, CLYDE BALL, ZHC., 

CQEfliaX ttUu BALL, IMCi am p iaiqmy -BALL. , iwc*. 

1. DJT Partnership interests and Stock in Partnerships and 
Corporations Listed Belov (equity where permitted, proceeds 
Q Ultra lit) ... . 


-x- 
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Partnarahloa. 

Park Briar Aaaociataa (Ganaral Partnarahip) 
Midland Aaaociataa (Ganaral Partnarahip) 

220 Proapact Straat Co. (Liaitad Partnarahip) 


CflrrarAtloRg* 

Clyda Hall, Inc. 
Coronat Hail, Inc. 
Highlandar Hall, Inc. 
Saxony Hall, Inc. 


(®) Pladca Aqraaaanta. 

H.l. (a)(1) Pladga of Prooaada of aaoh Partnarahip inter- 
ast and Stock of aaoh Corporation to BTCo. 


•magjllMgflBfi 

O. IMIfl MAS! 

1. DJT Stock. In. Req-Tru Equities. Ltd. f"Req- Tru*M . 

(a) Pladqe Aqraaaanta . 

O. 1. (a)(1) Pladga of Stook to BTCo, 

P. MUMMLi Mflfil 

l. The Truap-Alexandar's Company Sharea of Alexander* a Stock . 

(a) Pladga Agreements . 

P. l. (a)(1) Pladga of stook to BTCo. 

(b) Guarantees . 

P.l. (b)(1) Quarantee by The Truap-Alexander 'a Company to 
BTCo. 


*Q. AMY OTIlt ASSBTS (ZVCLCDZMG PBOCBBOS OP PA&TVXStSHXP INTERESTS 
AMD STOCK OP MIBCB1LANE0PB COMPAMIE8I . 


-xi- 
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l. DJT Other Assets (including partnership interests 
In and stock ot\ Affiliates listed below, 

(a) Pledge Agreements (equity where permitted, otherwise 

PEPCltda) . I I 

Q.l. (a)(1) Fledge to BTCo. 

(b) AIXlllAtftA’ 


Penn Yards Associates 

Trump JFK Hotel Associates, L. P. 

THTM Associates 
DJT Trump Parking 
St* Moritz Hotel Associatee 
Tipperary Realty Corp. 

50-56 Central Park South Corp. 

The Trump Plata Corporation 
Trump Palm Beaches Corporation 
Allban, Inc. 

Amels U.S.A. , Inc. 

Trump West Realty Corp. 

Football Generals Inc. 

Moritz Realty Corp. 

Parc Coneultlng, Inc. 

Toys at Trump, Inc. 

Trump Airlines Holding Corp. 

Trump Aspen Properties, Inc. 

Trump Australia, Inc. 

Trump Baseball, Inc. 

Trump Beverly Hills Hotel Corp. 

Trump Boardwalk Realty Corp. 

Trump Cash Call Co., Inc. 

Trump City Corporation 
Trump Columbia, Inc. 

Trump Enterprises, Inc. 

Trump Ice, Inc. 

Trump International Marketing, Inc. 
Trump JFK Hotel Development Corp. 
Trump Nevada Inc. 

Trump Organization, Inc. 

Trump Payroll Corp. 

Trump Princess Corp. 

Trump Sports 6 Entertainment Co., Inc. 
Trump Travel Agency, Inc. 

Trump West Palm Beach Realty Corp. 
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2. DJT Affiliates' Afitti (including partnership interests in and 
stock of) affiliates listed below. 


(Mao ess ary only if any affiliate owns 
assets or stook not otherwise being pledged.) 

(a) Pledge Agreements (equity where permitted, otherwise 

crMudi. 

Q. 2. (a)(1) Pledge to BTCo. 


*B. FUM1 QI IHI1RCQKFAMY MMUUh 


n.O.(O)d) Znteroonpany Mote and Certificate of Deposit 
Junior Pledge and Security Agreement securing 
Obligations under Override Agreement 


xlii 
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lahtflttli Y 

Ipioiil QuirutMi Miouiary to 
Support iDioltl Collateral igrtMaati; 
ipifliil.C9Uiiial uriiitati 


CMIMQI AMD BPTILf 


a. nsxt 


1. DJT General Partnerehlp Interest in Trump 

l At. Klin 1. Aiattfilatta -Lialtod -Eartmnhlp ■ 

(a) f Intel. AttrilMIitl • 

A. 1. (a)(1) Pledge of General partnership interest to 
first fidelity 

A.l.(a)(2) Pledge of Proceeds of Partnership interest to 
first fidelity 


2. DJT Limited Partnership Interest in Trump 

Hi Mahal Aairelatia llttltadLPartntrghlPi 

(a) JEltdai. Agritamf » 

A. 2. (a)(1) Pledge of Limited Partnership Interest to 
first fidelity 

A*2.(a)(2) Pledge of Prooeeds of partnership Interest to 
first fidelity 


3. Trump Taj Mahal, Inc. ("TTMI") General Partnership 

Intawt In .Truap-lai Mahal Aaattciatta.Llttltid. Partnership. 

(a) Pintei Agriiftinta. 

A. 3. (a)(1) Pledge of General Partnership Interest to 
first fidelity 

A. 3 . (a) (2) Pledge of Prooeeds of Partnership Interest to 
first fidelity 


(b) Guarantees . 

A. 3. (b)(1) Guarantee by TTMI to first fidelity 
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4. MT_ Stock lfi^TruttP Tal Ma hal, Inc . 

(a) Pledge AgriiMnti. 

A. 4. (a)(1) Pledge of Stook to First Fidelity 

5. MX.. Stock in Truap Hotel Manaoenent Coro, {"THMC") . 
(a) Pledge Agreements . 

A. 5. (a)(1) Fledge of Stock to First Fidelity 


«. DJT Stock in Trump Tal Mahal R ealty Coro. I "TTHRC" > 

(a) glidfla Agestaentf. 

A. 6. (a)(1) Fledge of Stook to First Fidelity 


7. DJT $25,000,000 Not# of Trunp Taj Mahal 
Associates Limited Partnership. 

(a) Pledge Agreement a . 

A. 7. (a)(1) Fledge of Vote by DJT to BTCo. 


B. TRPMP FLAIA EOT1L AVD CAS I WO . 


1. DJT General Partnership Interest In 

Truap Plaea Associates. 

(a) Pledge Ag reements . 

B.l. (a)(1) Fledge of General Partnership interest to Vat 

vest 

B.l. (a) (2) Fledge of Frooeeds of Partnership Interest to 

Vat vest 


2. Troup Boardwalk Realty Corporation ("TBRC") 

fisn er Al Partne rsh i p I ntere s t I n Tru a p P laza Associates . 

(a) Pledge Agreements* 

B. 2. (a)(1) Fledge of General Partnership interest to vat 

vest 

Fledge of Frooeeds of Partnership Interest to 

Vat Vest 


11 


B. 2. (a) (2) 
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(b) Guarantiee . 

B. 2. (b)(1) Guarantee by TBRC to Mot Moot 

3. In Triflp Boardwalk RaaU y C orporation- 

(o) Pledge Agreements. 

B. 3. (a)(1) Pledge of Stock to Mat Vast 

4. Seashore Four Associates ("Seashore Four") Fee Estate in 

Portloaj&l-.iAnd Underlying loum Flats, Hotel. and casing. 

(a) Mortgages . 

B. 4. (a)(1) Mortgage and Security Agreement to First 
Fidelity 

(b) Aaalgnnenta-ol- .Lease* 

B. 4. (b)(1) Assignment of Leases and Rents to First 
Fidelity 

5. DJT General Partnership Interest in 

Seashore, four Associates, 

(a) Pledge, Agreements ■ 

B.5. (a)(1) Pledge of General Partnership Interest to 
First Fidelity 

B.5.(a)(2) Pledge of Proceeds of Partnership interest to 
First Fidelity 

6. Seashore Four Associates, Inc. ("SFAI") 

General Partnership Interest in Seashore Four Associates . 

(a) Pledge , Agreements » 

B. 6. (a)(1) Pledge of General Partnership Interest to 
First Fidelity 

B.6. (a) (2) Pledge of Proceeds of Partnership Interest to 
First Fidelity 

(b) guarantees* 

B. 6. (b)(1) Guarantee by TBRC to First Fidelity 


-ill- 



I 


m 
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7. DJT Stock In Truip Boardwalk Aaaltv Corporation. 

(a) Biidai Agraaaanta . 

B. 7. (a)(1) Pledge of itook to First Fidelity 

c. ntPittra emu boiil amp cmi ra. 

1. DJT General Partnarship Intaraat in Truap 
Caatla Aaaociataa Liaitad Part nership. 

(•) Pledge Agreeaente . 

0.1. (a)(1) Pladga of General Partnership interest to 
Kidlaatio 

C. l.(a)(2) Pladga of Prooaads of Partnership Interest to 

Kidlaatio 

(b) gu&ranteee. 

C.l. (b)(1) Guarantee by DJT to Kidlaatio 

2* DJT Liaitad Partnarship Intarast in Trump 

CaiiiL Aflggfiidtig.. Liaitad, Partnership. 

(a) Pladga. Agreements . 

C. 2. (a)(1) Pladga of Liaitad Partnarship Intarast to 
KidlaaMo 

C.2.(a)(2) Pladga of Prooaads of Partnarship Intarast to 
Kidlaatio 

(b) Guarantees . 

C. 2. (b)(1) Oua rentes by DJT to Kidlaatio 

3. Truap's Castla Hotel and Casino, Inc. ("TCKCI”) 

General Partnership lat e r e s t -ln Truap *t. .Ca st l e Ass oc iates- 

(a) Pledge Agreements* 

C. 3. (a)(1) Pladga of General Partnership Intarast to 
Kidlaatio 

C.3.(a)(2) Pladga of Prooaads of Partnarship intarast to 
Kidlaatio 

(b) Guarantees- 

C. 3. (b)(1) Guarantee b?~TCHCI to Kidlaatio 


-iv- 
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4. DJT Stocjl In Trunp* a Castle Hotel and Caalno, Inc. 

(a) Pledge Aarimnti, 

C. 4. (a)(1) Pledge of ttook to Hid lent io 

(b) Guarantees . 

C. 4. (b)(1) Ouarantee by DJT to Midlantlo 

5. djx fit and Leasehold Batata In Panthama Property. 

(a) Mortgages . 

C. 5. (a)(1) Mortgage to Midlantlo 

(b) Guarantees . 

C. 5. (b)( 1 ) guarantee by DJT to Midlantlo (recourse/non- 
raoouraa) 


(c) Ail Ignat at a ot itaaaa- 

C. 5. (c)(1) Assignment of Laasaa 


6. DJT* a Right a Under -Contract ra Panthousa Property 

(a) Pladga .Agraaaanta. 

C. 6. (a)(1) Pladga of Rights to Midlantlo 


d. imam Mm aam» 

1. DJT Limited Partnarahlp Intarast in Trump Crystal Tower Associ- 
ates Limited Partnership ("TCTALP") . 

(a) Pledge Agreements . 

D.l. (a)(1) Pladga of Limited Partnership Intarast to KHT 

2. DJT Acquisition Corp. ( "DJTAC" ) General Partnership 
Interest, ln_Truap Crystal Tower Associates Limited Partnership . 

(a) Pladga -Agiaaaanti • 

D. 2. (a)(1) Pledge of general Partnership Intarast to KHT 

(b) Guarantee a . 

D. 2. (b)(1) guarantee by DJTAC to XBT 


-v- 
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3. DJI fiiflsX In CJT,AcqulfltlQn.CQrp. 

(A) £Udfl> AgrtutnU- 

D. 3. (a)(1) Pledge of fttook to MET 

m IflMJflILBIkfll 

b. anuLifim 


1. Tha Trump -Equitable Fifth Avanua Company ("Trump-Equitable") 
Commercial Faa and Laaaahold Interests in Trump Tovar. 


(a) Mortgages . 

E.l. (a)(1) collateral Mortgage to Chase re ft, 000,000 
Penn Yards tax payment loaa 

E.l. (a) (2) Mortgage to Chase re $1«,700,000 personal 
loaa 


E.l. (a) (3) Collateral Mortgage Agreement to Chase for 
$31,000,000 


E.l. (a) (4) Forbearance Agreeaent and Mote Modification 

Agreeaent 

(b) Guarantees . 

E.l. (b)(1) Ouaraatee by DJT to Chase re $$,000,000 Penn 
Yards tax payaeat loaa 

E.l. (b)(2) Ouaraatee to Chase re $10,700,000 personal 
loaa 


f. IKPHT PARC 


1. Park South Associates ("PSA") Coaaercial and Residential 
Condominium Unit* In Trump Parc. 

(a) Mortgages . 

P.l. (a)(1) Mortgage to Trump Palace lenders securing 
joint and several obligation of PBA (non- 
recourse) as oo- maker of Trump Palace notes 
to the extent of $40,000,000 interest reserve 


-vi- 
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2. DJT Ganaral and Limitad Partnarahip Intaraat in 

Park-South Assoclataa <"PSV) . 

(a) Elidaa Aqriiiinti. 

iii a.a 

3. B. Plata Raalty Corp. ("BPRC") LUitad Partnarahip 
Intaraat In Park South Aaiociataa. 

•at 0.1 

4. djt stock In Plus Raalty corp. 

•aa 0.4 


0. 100 CBKIRAL FARR SOTO 

i. psrk-SoutlLAiasslitii. liUiUU .ln-100. control. Par); south. 


(a) Kortqaqa . 

G.l. (a)(1) Mortgaga by Park South Xaaooiataa to KBT of 
100 Cantral Park South aaourlng joint and 
aaTaral obligation of PSA on dabt faoilltlaa 
of Trump Plata (Bast flat Straat) to tha 
axtant of $ 20 , 000,000 

(b) Asslonasat qI-Ismii » 

G.l. (b)(1) Aaaignnant of baaaaa by Park South Aaaoolataa 
to iorr 


2. DJT Ganaral and Liaitad Partnarahip Intaraat in 
Park -South Aiiocl&tti l " PSA" 1 ■ 

(•) Plidflfl Agrssasnts* 

G. 2. (a)(1) Pladga of Partnarahip intaraat to KHT 


3. B. Plata Raalty Corp. ("BPRC") 

Lialtad Partnarahip I ataraat^ln Park So uth Associates . 

(•) Plsdao Aor to mints. 

G. 3. (a)(1) Pladga of Limltad Partnarahip intaraat to KBT 


vii 
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4. DJT_ Stock In B. Plata Realty Cora. 

G. 4 • (0) ( 1) Pled ge of Stock to KIT 

8. TRUMP FLA1A Hug i!8t. STR18T) , 

1. The Trump Corporation Leasehold Estate 

Under Master Least rrom_Trump Plata Qvnar's inc . 

(a) Mortgage . 

H. l. (a)(1) Laaaahold mortgage b y The Trump Corporation 

to OT of laaaahold aatata under Master Leaie 

(b) Assignment . 

H.l. (b)(1) Assignment of Lease by The Trump Corporation 
to MET 

2. MI Stock In Tna Trump Cor poration . 

(a) Pledge Agreeients* 

H. 2. (a)(1) Pledge of Stock to KBT (vlth respeot to Trump 
Plain only) 

3. The East 61 St. Company ("East 61 St.") 

Unsold Shares for 6 Residential Units. 

(a) Pledge Agreements. 

H. 3. (a)(1) Pledge of Shares to KXT 

(b) Assignments of Lessor's Interest Under 
Ksitsr Proprietary Lease for the Unsold Shares . 

H. 3. (b)(1) Assignment of Lease to KBT 

(c) Guarantees . 

H. 3. (c)(1) Guarantee by last 61 St. to KHT 

4. DJT General and Limited Partnership Interests in 

The East 61 St. Company. 

(a) Pledge Agreements . 

H. 4. (a)(1) Pledge of Partnership Interests to KHT 


vili 
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5. Plaza Consulting Corp. ("PCC") 

Llmitad Partnership Interest In Tha Eas t Company . 

(a) plidgi-Agntaflnti* 

H. 5, (a)(1) Pledge of Partnership Interests to KBT 

(b) Guarantee . 

K. 5. (b)(1) Guarantee bp pcc to KBT 

6. dji StggK.la-PldiA-Cfln8ultlng .Cgrp. 

(a) Plftdgft-Agratttfiiita. 

K. 6. (a)(1) Pledge of Stook to KBT 

7. coppaidtlYt jCggBt ratloa Kgis-&ndLKgrSgftgs . 

See Documents llatad under "KHT Bast fist Street 
Loan*' on Bohadulo lit iteae 1-3. 

‘Hgl.XOR* EQIBLff 

I. P1A1A gQIBli 

i. DJi .Qtnaiftl Partnership Interest ..In Plata Operating Partners- 

(f) Pledge Agreements. 

I. 1. (a)(1) Pledge of General Partnership Interest to 

Shuttle junior lenders 

2 * DJT Plata Hotel Corp. ("PHC") Lielted Partnership 

Interest, In Partnership. 

(a) Pledge .Agreements . 

1.2. (a)(1) Pledge of Limited Partnership Interest to 

Shuttle junior lenders 

(b) Guarantees . 

1.2. (b)(1) Guarantee by PHC to Shuttle junior lenders 


ix 
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J.l. (a)(1) 


Pladga of Prooaada of Partaarabip Xataraat to 
BTCo . 


2. Tho Trump Corporation ("Trump Corp.") Intaraat in 
Grand Hvatt Fte ...Aqraamant - 


(a) Blldgi-Agrtittfinti . 


J. 2. (a)(1) Pladg< 


tat to BTCo. 


* AIRLIWB 
X. TEX T 1 

1 . 


F-iipiaor 


hiraiwr 


k.i. ( a)(1) 

K.i. (a)(2) 


Saooad Chattal Mortgaga and Bacurity 
kgraamant to Citibank-- avap and maatarcard 

Pladga of kaaata to Citibank- -avap and 
maataroard 


K. 2. (a)(1) Pladga of itook to Plasa raoouraa laadara 


-x- 


33-290 0 - 90-22 
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Th> TruaD Shuttle Inc. fTSl ") Ercoaa Procoodo . 

(a) Ploduo AQrimnti. 

K. 3. (a)(1) Plod go of Ssooaa Prooooda to Plata rooourao 
load or a 

K.3.(a)(2) Plodgo of txooaa rrooooda to tbuttlo rooourao 
loadoro 

(b) Cuarantooa. 

K. 3. (b)(1) Ouaraatoo by TfZ to Plata rooourao londora 
K.3. (b)(2) Ouaraatoo by Tax to ihuttlo rooourao loadoro 

* MUCBLLAKBOOfl XBBBTB 

L. IIMjUJAU 

1. ftJT^StoeX in Roq-Tru Equltloa, Ltd. ("Roq-Tru") 

<•) EiaAflt AggifiUta. 

L«i. (a)(1) Plodgo of atook to jot 

m. mmnakii itpci 

1. Tha Truap-Alorandor* a Company Sbaroa of Alexander 'a stock . 

(•) £itdat AaiilllflU. 

K.l. (a)(1) Plodgo of atook to cltlbaak 



1. Truap Prlncoaa. Owned by Allban, Inc, 

(a) Hortaagea . 

H.l. (a)(1) aoooad Kortgago to loatoa aafo 

H. 1 . (a) (2) Fourth kortgago to Boatoa aafo 
(ro kar-h-Lago) 


-kl- 
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(b) Other . 

H.l. (b)(1) Charter heaigameat r«i leooad Mortgage 
N.l. (b)(2) Charter healgaaeat ret fourth Mortgage 
K.l. (b)(3) Xaauraaoe Xisig&iMt ret leooad Mortgage 
K.l. (b)(4) xaauraaoe haeignaeat ret Fourth Mortgage 
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scfajduit yi 

Contingent Debt Qbllaatlon« 


Mldlantic 


rlrat Fidelity 
Boston Safa 


Chase 


tender a -Imat 
Harlno Midland 


Mldlantic Letters of Credit (to 
extent that DJT signed as account 
party) 

Mldlantic Castle Working Capital Loan 
(to extent of $6.5 Billion guaranty) 
(Item 2) 

DJT and TRUMP HOTEL MANAGEMENT CORP. 
Guaranty of First Fidelity Taj Term 
Loan ( Item 2) 

DJT Guaranty of Princess Loan 

Guaranty of ALIBAN dated as of August 
8, 1990 of Princess $10 million Loan 
and Mar-a-Lago Loan 

Pfljui-^ardfl,-LQ.an 

Guaranty of Payment made by DJT, 
dated as of June 29, 1988 (Item 19) 
Indemnity Agreement (Hazardous Waste) 
made by Penn Yards and DJT, dated 
June 29, 1988 (Item 20) 

S 1 a O M jafl Q Pgnn .Yar d fl-LoiD 

Guaranty of Payment from DJT dated as 
of August 8, 1990 (Item 2) 

Indemnity Agreement from DJT and 
Trump Equitable dated as of August 8, 
1990 (Item 4) 

Chftflg DJT Loan 

Indemnity Agreement by DJT and Trump 
Equitable to Chase, dated as of 
August 8, 1990 (Item 4) 

None 

Palm Beach Credit Facility 

Items 5, 6, 7 and 8 set forth under 
the caption "Palm Beach Credit Facil- 
ity" on Schedule III hereto 
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NatWest 

Citiban k 


MHT Raqencv Loan 

- Guaranty (I tea 4) 
MHT Hvatt Loan 

- Kona 

MHT CFS toan 

- Kona 

MHT-Cgfi.KQr tgftqft. Laa n 

- Kona 

MHT East 61 St. Loan 

- Hona 
Hone 


Plaza Junior 


- Hotal Corp. Guaranty (Item 7) 



- Guaranty by DJT tharaof 


Truro Palace .toon 


- Guaranty by DJT to extent of 
Intaraat Reserve 


2 - 
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SChlflUH YII 

Deferred Principal Obligations 
with 

Regular Maturity Dates of June 
30, 1993 


Bankers Trust 


Hone 

HatKest 

- 

Hone 

Chase 

- 

Hone 

Midlantic 

- 

Midlantic Ter* Loan 

First Fidelity 

- 

Hone 

Boston Safe 

- 

Hone 

Marine Midland 

- 

Hone 

MHT 

- 

Hone 

Citibank 

- 

Trusp Palace Loan 
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Schftdulfi VIII 


Subject to the terns and conditions of this Agree- 
ment, including, without limitation, the specific Sections 
referred to below, this Schedule VIII sets forth the order of 
priority of distribution of Special Het Cash Proceeds in 
respect of Capital Events relating to the respective assets 
set forth below, regardless of whether such Capital Event 
arises in respect of Equity Interests (or proceeds thereof or 
rights therein, including, without limitation, distributions 
therefrom) in, or assets of, any such respective assets. Any 
reference to any Intercompany Note set forth below shall be 
deemed to refer to the Intercompany Note of such entity. Un- 
less otherwise specified below, all references to Indebted- 
ness below shall be deemed to refer to all then outstanding 
obligations in respect thereof and any Special Net Cash 
Proceeds shall be applied first to the prepayment of 
principal, next to the prepayment of interest and then to the 
prepayment of any remairng obligations. Subject to Section 
3.8, any amounts require _ to be distributed pursuant to this 
Schedule VIII shall be so distributed regardless of whether 
the applicable Indebtedness is then otherwise due and pay- 
able . 


Tal Mahal 

First Fidelity Taj Term Loan (subject to Section 
3.2(a) ( ii) ) 

f ixs.t-il.CL ail principal (plus, ac- 

spied . interest- Jfclumani 

BT Loans 
CIS tie 

Midlantic Castle Working Capital Loan (subject to 
Section 3.2(a) (ii)) 


Plasfl Casino 

NatWest Letters of Credit and NatWest Notes (without 
duplication) (subject to Section 
3.2(a) (ii)) 


Re g enc y .--Lexington Partners and Agreement, made September 23 « 
198 3_between_Hvatt_ Corporation, Reqencvr^Lexlng ton -Partners 
and _Th^ T rump Cor poration, as amended from^t las to. time. 

together, with, all related. agreements t. desuttenia-.And-g.thsr 
inairuflentau. 


l 
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MHT Hyatt Loan - Principal Obligations 
BT Loans - Principal Obligations 
MHT Hyatt Loan - Interest Obligations 
BT Loans - Interest Obligations 
MHT Hyatt Loan - Remaining Obligations 
BT Loans - Remaining Obligations 
MHT Non-Hyatt Loans 

Trump. .Twer 

$9,000,000 Penn Yards Loan 
Chase DJT Loan 
Penn Yards Guaranty 
Intercompany Notes 

RLasaJKgteJL 

Plaza Junior Principal Obligations 
Shuttle Junior Principal Obligations 
Plaza Junior Interest Obligations 
Plaza Junior Remaining Obligations 
Intercompany Notes 
Shuttle Junior Interest Obligations 
Shuttle Junior Remaining Obligations 

Xnmp-Parg -5"A" Line .units, g arage laundry r-9on..flnl-g.Qiar. 

mercial space (all as specified in the applicable Special 
Collateral Agreement) 

Trump Palace Loan - Interest Reserve (not including any 
interest thereon or other obligations in respect 
thereof) 


2 
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Alexanders 

Alexanders' Loan 
Trump Palace 

Trump Palace Loan (proceeds applied in accordance with 
applicable Existing Agreement Amendment as in effect on the 
date hereof) 

Princess - subject to Section 3.2(a) (ii) 

Princess Loan 

Princess $10 million Loan 

» 

Nev Credit Facility (up to $9 million) 

Intercompany Note (up to $5 million plus accrued inter- 
est) 

Mar-a-Lago Loan - to extent set forth in Section 
3.2(a) (ii) 

Nev Credit Facility (pursuant to Section 3.2(a) ( 1 i i ) ) 
Shuttle 

Haster-Visa Card Agreement pari passu with CB Interest 
Rate Swap 

CB Interest Rate Swap pari passu with Visa/Mastercard 
Intercompany Notes 

Shuttle Junior - Principal Obligations 
Plaza Junior - Principal Obligations 
Shuttle Junior * Interest Obligations 
Shuttle Junior Remaining Obligations 
Plaza Junior - Interest Obligations 
Plaza Junior Remaining Obligations 


3 
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Eaat fM Apartaa nf and C omnarcla l Space 
MHT CPS Loan 
KHT East 61st Loan * 

MHT Hyatt Loan 

Regency Lease 

MHT Regency Loan Guaranty - to extent Covered Debt 


Seashore Four Ass ociates 

Reimbursement Obligation of Seashore Four Associates to 
First Fidelity Bank, N.A., Hew Jersey, as defined and 
set forth in Letter of Credit No. N-300872, as amended 
by Amendment to Application to Standby Letter of Credit 
and Standby Letter of Credit. Agreement for LC No. 
N-300872. 

First Fidelity Letter of Credit listed as ffl on Schedule 
III under First Fidelity Letters of Credit. 


Agreement of Sale, dated March 18, 1989 between Boardwalk 
Properties, Inc. and Donald J. Trump, as amended, together 
with all related documents, instruments and agreements (the 
" Penthous e_Cont ract "J 

Midlantic Term Loan 


"Property" -Las let forth In ^thm -Pent house Contract) 
$7 million Midlantic DJT Loan 
Midlantic Castle Working Capital Loan 


1Q.0.. Central. Park south 
MHT CPS Mortgage Loan 
MHT CPS Loan 
MHT East 61st Loan 
MHT Hyatt Loan 


- 4 - 
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Schedule IX 

Deferred Principal Obligation* with 
Curre ntly Payable Interest 


HatWest 
Chaso 
Hidlantic 
First Fidelity 
Bankers Trust 
Boston Safe 
Marine Midland 
MKT 


Hone 

Hone 

Midlantic Castle Working Capital Loan 

Hone 

Hone 

Mar-a-Lago Loan 

Pal® Beach Credit Facility 

MHT CPS Mortgage Loan 

KHT Regency Loan (to the extent set 
forth in Section 4.1(b)) 
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Schedule X 

Deferred Project Interest Obligations 


Chase 

Penn Yards Loan (to extent not 
Covered Debt) 

Midlantic 

- Midlantic Castle Working Capital Loan 
(to extent not Covered Debt) 

Citibank 

- Trump Palace Loan (but not any 

guaranty of underlying obligations) 

MHT 

- MHT Regency Loan (interest accrued in 

excess of Guaranty coverage) 

Boston Safe 

- Princess Loan (to extent not covered 

by DJT Guaranty of Princess Loan) 
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Midlantic 


Sfihaftili XI 

Deferred Interest Obligations with 
Regular Payment Pate of June 30. 1993 

* Midlantic Ter* Loan 

* Trump Palace Loan 


Citibank 
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Schedule XII 
Clalnholdara 


Lenders Party to: 


Plaza Junior 

Shuttle Junior 

KHT Regency Loan 

KHT Hyatt Loan 

KHT CPS Loan 

MHT CPS Mortgage Loan 

First Fidelity Taj Tern Loan (but only to 
extent set forth in Section 3.1(d) (iv)). 
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BOARD OF GOVERNORS 
or the 

FEDERAL RESERVE SYSTEM 

WASHINGTON. 0 C 2CSSI 

October 12, 1990 



or tmc i o a a o 




The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance and 
Urban Affairs 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

I am responding to your letter of August 23 in which 
you asked a number of follow-up questions to my testimony 
before the House Committee on Banking, Finance and Urban 
Affairs on August 9, 1990. 

The answers to your questions are presented in the 
enclosure. Please let me know if 1 can be of further 
assistance . 



Enclosure 
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1. Pleas# explain tba entire regulatory structure for such 

entitles. Including chartering, regulation and exaninatlon. 

An&asr 

Prior to the passage of the International Banking Act of 
1978 (IBA), the U. S . operations of foreign banks conducted 
through branches and agencies had been governed by state 
banking laws and supervised by state banking authorities. 

The IBA established a framework for federal participation in 
the supervision of the U.S. operations of foreign banks. 

The IBA gave foreign banks the option of a federal license 
for their branches and agencies. Currently, in addition to 
the OCC, eleven states have licensed branches or agencies to 
operate within their state. Criteria for licensing of a 
foreign bank branch or agency varies among the states and 
between the states and the OCC. 

Under the IBA, foreign bank branches that accept deposits of 
less than $100,000 are required to obtain deposit insurance 
from the FDIC. The IBA gave the Federal Reserve broad 
authority to supervise and regulate foreign banks that 
engage in banking in the United States. Therefore, all 
three federal banking agencies are involved in some way with 
the supervision and regulation of the U.S. branches and 
agencies of foreign banks. On June 20, 1979, the federal 
bank regulatory agencies adopted a supervisory policy 
statement through the Federal Financial Institutions 
Examination Council (FFIEC) . The regulatory agencies stated 
that their supervisory interests were directed towards 
ensuring that the operations of branches and agencies are 
conducted in a cafe and sound manner and serve the needs of 
the borrowers, depositors and other creditors in .\e United 
States and that the branches and agencies of foreign banks 
adhere to U.S. laws and regulations. 

The regulatory authority primarily responsible for the 
supervision and examination of individual branches and 
agencies is the licensing agency, whether state or federal 
(OCC), or the FDIC if retail deposits are accepted. The 
Federal Reserve is involved, to varying degrees, in the 
examinations conducted by the various states. 

Shortly after passage of the IBA, the federal bank 
regulatory agencies, together with many of the state 
supervisory agencies, developed a uniform Report of 
Examination for Branches and Agencies of Foreign Banks 
(FFIEC 005). This report was approved by the FFIEC in 1979 
and recommended for use by the state banking authorities. 
This report was substantially revised in 1984 and is 
currently undergoing less extensive revisions. 
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The federal banking regulatory agencies also developed a 
uniform Report of Condition ( FF1EC 002) that is required to 
be completed on a quarterly basis b/ each branch and agency. 
This report is similar to the one prepared by all insured 
banks and provides information needed to monitor the 
condition of the U.S. branches and agencies of foreign 
banks. This report became effective as of June 30, 1980 and 
has undergone minor revisions in subsequent years. 

In addition to the quarterly Report of Condition, branches 
and agencies must also file the Country Exposure Report for 
U.S. Branches and Agencies of Foreign Banks ( FFIEC 019) . 

This report is filed on a quarterly basis by branches and 
agencies that have total claims on foreign residents in 
excess of $30 million. The report provides information on 
exposure to the home country and the next five countries for 
which exposure is the largest ( * ;id in excess -of $5 million). 
This report was implemented in ±987. 
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2. What is Psdsral Reserve's rols regarding the U.8. branches 
and agencies of foreign bants? 

An swer 

The Federal Reserve bus no licensing authority with regard 
to branches and agencies of foreign banks. The IBA gave the 
Federal Reserve authorization to act as the residual 
examining agency in order to ensure a national overview of 
multi-state activities of foreign banks. The Board, as the 
residual examining authority, is responsible for reviewing 
the operations of all branches and agencies. In keeping 
with the requirement of the IBA, the Board is relying, to 
the maximum extent possible, upon examinations that are 
conducted by the primary federal or state banking authority, 
although it is sharing examination responsibilities in 
several states. The Federal Reserve has, however, begun to 
assert its residual examination authority in certain cases, 
especially when individual states are having problems 
meeting their examination schedules, when the Federal 
Reserve has concerns about the adequacy of the state 
examinations or when extraordinary problems exist. The 
Board has requested that all federal and state chartered 
branches and agencies be examined once during every eighteen 
months and this schedule is, for the most part, being 
followed. 

Each of the nine Federal Reserve Banks with foreign bank 
branches and agencies in their districts have developed 
ongoing relationships with the states licensing these 
institutions. With regard to examinations, various 
coordinated efforts exist. For example, the Federal Reserve 
Bank of San Francisco examines the branches and agencies of 
foreign banks located in California on an alternate year 
basis with the State of California. They examine branches 
and agencies in Oregon and Hawaii on a joint basis with 
these two States and take a very active role in these 
examinations. Lastly, the San Francisco Fed has a very 
limited presence during the examinations of foreign bank 
branches and agencies in the State of Washington. 

Over the past ten years, the relationships between the 
states and the various Federal Reserve Banks have evolved as 
the states have gained more expertise and have increased 
their staffs devoted to the examinations of foreign bank 
branches and agencies. During 1989, 295 branches and 
agencies were examined of which the Federal Reserve 
participated, to some extent, in 169 (or 57%) . The Federal 
Reserve is least involved with the examinations of branches 
and agencies in the State of New York. The New York State 
Banking Department had a long history of examining branches 
and agencies of foreign banks prior to the passage of the 
International Banking Act and the large expansion of foreign 
banks into other states during the early 1980*s. The State 
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of New York, therefore, has not requested Federal Reserve 
involvement in the examination process as highlighted by the 
fact that the Federal Reserve Bank of New York only 
participated in ten of the 113 examinations of branches and 
agencies conducted by the State of New York during 1989. 

While the U.S. banking regulatory agencies have developed a 
supervisory program to review the U.S. operations of foreign 
banks, the ultimate responsibility for those operations 
resides in the head office, located outside the United 
States. The Board felt it necessary to be able to assure 
itself about the consolidated condition of the foreign 
parent bank; therefore, the Board imposed annual reporting 
requirements for all foreign banks that engage in banking in 
the United States. These reports (FR Y-7 and FR 2068) were 
first implemented in 1981 and cover the financial condition 
of the foreign bank as well as provide information on their 
direct and indirect U.S. activities. It is felt that these 
reports assist the Board in analyzing the parent 
organization's ability to act as a source of strength to its 
U.S. branches and agencies. 

In addition to the various reporting requirements and 
participation in examinations, the Federal Reserve has taken 
an active role in meeting with both branch and agency 
management in the United States and parent bank management 
in the home country. 

The various Reserve Banks have developed schedules for 
meeting with branch and agency management on a regular 
(usually annual) basis in order to discuss topics of 
interest and concern. Board staff has called on the parent 
bank management of many of the largest foreign banks with 
significant U.S. operations in order to gain insight into 
the operations and financial condition of the parent 
organization and to learn of their business plans for their 
U.S. branches and agencies. 


3. Regarding tba regulation and examination of these entities, 
please explain tha coordination that oocura batvaan tba 
radaral Reserve, tba offica of tba Comptroller of tba 
Currency (OCC) , tba Fadaral Deposit inauranca Corporation 
(FDZC) , and tba atata bank regulatory agencies. 

Answer 

The federal and state banking agencies coordinate the 
regulation and examination of branches and agencies of 
foreign banks through various formal and informal channels. 
The Federal Financial Institutions Examination Council 
(FFIEC) provides an avenue for formal coordination between 
the Federal Reserve, the OCC and the FDIC as regards 
development and initiation of required quarterly data 
reports and reports of examination. The three federal 
agencies also work with the Conference of State Bank 
Supervisors. The various Federal Reserve Banks have close 
working relationships with the state supervisory agencies 
within their respective districts and it is at the Reserve 
Bank level that such matters as examination coordination are 
handled. 

On several occasions, the federal and state banking 
authorities have had to work closely on supervisory matters 
related to problem offices and the implementation of formal 
enforcement actions. These exceptional cases have 
demonstrated the ability of the various regulatory agencies 
to provide coordinated comprehensive and forceful 
supervision of problem branches and agencies. 
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4. Fit as* provld* financial information on tha 0.8* branohaa and 
aganoiaa of foreign banka including aggragata balance eheet 
and incona atataaant data, number of branebee and aganoiaa 
and their total amployaaa* Please distinguish between state- 
chartered and federally-chartered* 


U.S. BRANCHES AND AGENCIES OF FOREIGN BANKS 
Aggregate Balance Sheet data as of June 30, 1990, dollar amounts in millions. 



FEDERALLY Jl 

STATE J2 

TOTAL J3 


LICENSED 

LICENSED 

COMBINED 

Tout assets 

$33,296 

$ 541,642 

$ 574,936 

Total loans ( net of unearned income ) 

$13,119 

$ 254,313 

$ 267,432 

Total deposits and credit balances 

$14,926 

$229,859 

$244,785 

Total Satisfies to non related parties 

$29,340 

$ 480,223 

$ 509,563 


J\ Dan collected from one federally licensed agency and seventy -one federally licensed branches. 

J2 Data collected from 1 89 stale licensed agencies and 270 state licensed branches. 

J3 Includes fifty-five FDIC insured, federal or state licensed branches. 

FDIC insured branches comprise 1.5% of aggregate total liabilities to non -re la ted parties. 


Note: Financial infornwtfoii collected from the Report of Assets and Liabilities of U.S. Branches 

and Agencies of Foreign Banks ( FFIEC002 ). Balances of International Banking Facilities ( IBFs ) 
are included. Information regarding total employees, and income derived from foreign bank's U.S. 
branch and agency operations is not readily available. 


a 
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5. How many of these entitles are Insured by FD1C? What 

percentage of the aggregate liabilities of these entities are 
Insured by the fdic? 

Answer 


There are 55 FDIC insured Federal or State licensed branches 
which comprise 1.5% of the aggregate total liabilities of 
all branches and agencies to non-related parties. 
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6. How of ton or# tboso ontitioo oxaalnod by tbo Federal 

Rosorvo? How nony examiners does tbo Fodoral Rosorvo bavo 
BpooifiealXy dodicatod to examining tboso ontitioo? Please 
differentiate botwoon state-chartered versus federally- 
chartered branobos and agencies. 

Answer 

As previously discussed, the Federal Reserve is not the 
primary examining authority for any of the branches or 
agencies of foreign banks. Therefore, it is difficult to 
provide any uniform data on the involvement of the Federal 
Reserve in examinations as it varies significantly from 
state to state. It can be said that the Federal Reserve has 
virtually no participation in the examinations of federally- 
licensed or FDIC insured branches and agencies. Most 
branches and agencies are examined on an eighteen month 
cycle and the Federal Reserve reviews all of the reports 
derived from these examinations whether or not the Federal 
Reserve participated. 

It is also difficult to provide information on the number of 
Federal Reserve examiners involved in examining branches and 
agencies of foreign banks. In most cases. Reserve Bank 
examiners not only examine branches and agencies but are 
also actively involved in the examination of international 
activities of U.S. banks and bank holding companies and Edge 
Corporations. 
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7. Please explain the enforcement authority of the Federal 

Reserve as it pertains to the u.8. branches and agencies of 
foreign banks. 

The Federal Deposit Insurance Act ("FDI Act"), as 
amended by the Financial Institutions Reform, Recovery and 
Enforcement Act of 1989 ("FIRREA") , designates the "appropriate 
Federal banking agency" to which enforcement authority is given 
for the various offices of foreign banks in the United States. 

The Federal Reserve is the agency designated with enforcement 
authority over foreign banks without an insured branch, and 
state-chartered agencies and commercial lending companies (12 use 
1818(q) (2)) • The Office of the Comptroller of the Currency is 
the Federal banking agency for federal branches and agencies of 
foreign banks (12 USC I8l8(q)(l)). The Federal Deposit Insurance 
Corporation is the designated agency for foreign banks with an 
insured branch (12 USC 1818 (q) (3)). The Federal Reserve also has 
special enforcement authority over any branch or agency with 
respect to any provision of the Federal Reserve Act which is ‘made 
applicable under the International Banking Act of 1978 (12 USC 
1818 (q) (2) (B)). 

The federal bank regulatory agencies now have statutory 
authority with respect to U.S. branches and agencies of foreign 
banks to pursue the full range of enforcement remedies provided 
in the FDI Act. These remedies include; cease-and-desist 
orders; temporary cease-and-desist orders; suspension and removal 
authority over directors, officers, employees, agents and other 
persons participating in the affairs of the branch or agency; 
civil money penalties; and criminal penalties. (12 USC 
1813(a)(1), (c)(3); 1818 (b) - ( j ) ) * 

The Federal Reserve Board is also given the authority 
to pursue these remedies against a foreign bank as if it were a 
bank holding company and against any of the foreign bank's 
nonbank subsidiaries (18 USC 1818(b)(4)). The exceptions to this 
authority over foreign banks are that the Federal Reserve does 
not have suspension and removal authority over, nor can criminal 
penalties be imposed on, persons affiliated only with the foreign 
bank and not its U.S. branches and agencies. 
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8. These questions concern Banca Nazlonale del Lavoro (BNL). 

A. Bov often did the Federal Reserve Examine the U.8. 
operations of BNL over the past five years? 

An sw er 

Banca Nazionale del Lavoro (BNL) has branches in New York 
and Chicago and agencies in Miami, Atlanta, and Los Angeles. 
As required under the International Banking Act, the Federal 
Reserve accepts the on-site examinations conducted by the 
licensing authorities which, in the case of BNL, are the 
States of New York, Florida, Illinois, Georgia and 
California. Federal Reserve believes that branches and 
agencies of the foreign banks should be examined at least 
every 18 months. In some states, such as California, the 
Federal Reserve conducts alternate year examinations on a 
twelve month cycle. In Florida, the Federal Reserve Bank of 
Atlanta conducts yearly examinations of th^ Florida 
agencies. In New York, Illinois and Georgia, the State Bank 
Supervisory Authorities conduct the examinations. In 
summary, the states conducted 17 examinations of BNL from 
1985 through 1990 while the Federal Reserve conducted 6 
examinations directly. Each office of BNL was examined 
within the eighteen month guideline and most were examined 
yearly. 

B. On what date was the Federal Reserve notified of the BNL 
scandal? 

Answer 

The Federal Reserve was notified of possible irregularities 
at the Atlanta Branch on July 28, 1989. 

C. What was the Federal Reserve's role in the BNL 
investigation? 


Answar 

On August 4, 1981, the Federal Reserve began an examination 
of BNL Atlanta. The Federal Bureau of Investigation entered 
the bank simultaneously with Federal bank examiners to 
obtain and secure any and all files relating to the 
suspected unreported activities. The Reserve Bank provided 
the FBI with assistance in identifying the records 
associated with the unreported activities. 

The Reserve Banks of Atlanta, Chicago, New York and San 
Francisco conducted simultaneous examinations on all other 
U.S. offices of BNL. These examinations were intended to 
focus on whether any other unreported transactions were 
evident in these offices and to conduct a regular 
examination of all activities to review asset quality and to 
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determine whether adequate internal control^ were in place. All 
suspicious activities that were identified, which were confined 
to the Atlanta agency, were referred to appropriate agencies such 
as Customs, Internal Revenue Service, Department of Defense, 
Export-Import Bank and Commodity Credit Corporation, to determine 
whether these activities complied fully with all pertinent laws, 
rules and regulations. 

The Federal Reserve Bank of Atlanta has detailed an 
examiner to the U.S. Attorney's Office on a full time basis to 
assist in analyzing documents, conducting witness interviews and 
preparing possible indictments. Staff of both the Federal 
Reserve Bank of Atlanta and the Federal Reserve Board continue to 
remain in close communication with the U.S. Attorney's Office in 
order to provide any requested support. 
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9 • Do the 0*8. branches and agencies of foreign banks have 
access to the discount window? Please explain. 

U.S. branches and agencies of foreign banks were 
provided access to the Federal Reserve's credit facilities when 
Congress enacted the International Banking Act of 1978 (the 
"IBA") . One of the purposes of the IBA was to provide for 
competitive equality between domestic and foreign banking 
organizations within the United States. The legislation adopted 
a principle of national treatment — or parity of treatment for 
domestic and foreign banking institutions in similar 
circumstances. In accordance with this principle, the IBA 
amended the Federal Reserve Act to provide access to the discount 
window to U.S. branches and agencies of foreign banks that 
maintain reserves in the United States (12 USC 347d) . 

All U.S. branches of foreign banks are subject to 
reserve requirements to the same extent as U.S. banks (12 USC 
461). In addition, any U.S. agency of a foreign bank with more 
than one billion dollars in worldwide assets (or any foreign bank 
whose parent has more than one billion dollars in worldwide 
assets) is subject to federal reserve requirements (12 USC 
3105(a)). Thus, all U.S. branches of foreign banks and all U.S. 
agencies of foreign banking organizations with more than one 
billion in worldwide assets are subject to federal reserve 
requirements and therefore have access to the discount window. 

Under the Federal Reserve Act, as amended by the IBA, 
Reserve Banks are authorized to discount paper endorsed by, and 
make advances to, U.S. branches and eligible agencies of foreign 
banks in the same manner and to the same extent that they may 
exercise such powers with respect to member banks. The Reserve 
Banks are, however, mandated to consider the account balances 
that the branch or agency maintains with the Reserve Bank. Such 
account balances include, but are not necessarily limited to, 
reserves maintained to satisfy reserve requirements. The Reserve 
Banks are also required to consider the portion of the branch's 
or agency's assets held in satisfaction of reserve requirements. 

The Federal Reserve Act, as amended by the IBA, also 
subjects discount window lending to U.S. branches and agencies of 
foreign banks to any restrictions and limitations imposed by the 
Board. The Bua^d has not imposed any specific limitations upon 
lending to branches and agencies. The Board has, however, 
imposed certain general conditions upon lending availability and 
terms for all borrowers. For example, the Board limits the 
availability of short-term adjustment credit to circumstances in 
which reasonable alternative sources of funds have been fully 
used (12 CFR 201.3(a)). Similarly, the Board limits the 
availability of other extensions of credit, such as lending to 
ease financial strains on a particular depository institution, to 
cases in which similar assistance is not reasonably available 
from other sources (12 CFR 201.3(b)(2)). 
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XO. Are nil 0.8. branch## and agencies of foreign banks not 
subject to criminal penalties such as bank fraud, 
embet clement, falsa bank entries, misapplication of funds, 
and bribery as enumerated under Title 18 of the U.8. Code? 
Please explain. 

The criminal code, Title 18 of the U.S. Code, defines 
"financial institution" to include insured U.S. branches of 
foreign banks (18 USC 20). U.S. branches of foreign banks that 
are not insured, as well U.S. agencies of foreign banks, are not 
included within the definition of "financial institution." Thus, 
to the extent that any provision of the code applies to financial 
institutions, insured U.S. branches of foreign banks are subject 
to criminal penalties but agencies and uninsured branches are 
not. The provisions of the criminal code that apply to financial 
institutions, and their officers, employees, directors and 
agents, include the provisions on bribery (18 USC 212, 213 and 
215). 


Other provisions of the criminal code, including the 
provisions on bank fraud (18 USC 1344), false entries (18 USC 
1005), and embezzlement and misapplication of funds (18 USC 656), 
do not specify financial institutions as one of the types of 
institutions to which they apply but otherwise enumerate the list 
of institutions to which they apply. Although it is not entirely 
clear, it appears that the provisions on bank fraud apply to 
insured branches of foreign banks and federally-chartered 
branches and agencies of foreign banks. The bank fraud 
provisions do not apply to state-chartered agencies or uninsured, 
state-chartered branches. The provisions on false bank entries 
and embezzlement, which are also not entirely clear, appear to 
apply to insured branches of foreign banks. The provisions do 
not apply to agencies or uninsured branches of foreign banks. 
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11, Pitas* explain tht amendments your General Counsel drafted 
to ensure the u* 8 . branches and a 9 encl.es are subjeot to the 
original penalties suoh as bank fraud, embeislement, false 
bank entries, misapplication of funds, and bribery as 
enumerated under Title IS of the 0*0. Code? 

The revisions to the criminal code were drafted in 
response to a request by the U.S. Attorney that the Federal 
Reserve prepare amendments to ensure that branches and agencies 
of foreign banks are subject to the same criminal sanctions as 
are U.S. financial institutions. The provisions of the code 
relating to crimes by banks, savings and loan associations and 
other financial institutions or by employees or examiners of 
these entities have developed on an ad hoc basis over time and 
there is little consistency in the usage of terms between 
provisions. Consequently, there are some inconsistencies in the 
coverage of financial institutions by the criminal code. 

The draft amendments attempt to subject U.S. branches 
and agencies of foreign banks to the same provisions of the code 
that are applicable to banks. Section 20 of Title 18, United 
States Code, defines the term 'financial institution" for 
purposes of the criminal code. As noted above in response to 
question 10, the definition of "financial institution" currently 
includes insured branches of foreign banks. The draft amendments 
add all branches and agencies to the definition of "financial 
institution." Thus, under this proposed amendment, any action by 
a financial institution that the code makes a crime would also be 
a crime when conducted by any U.S. branches or agencies of a 
foreign bank. Similarly, by virtue of this proposed amendment, 
actions by employees or examiners of branches or agencies or by 
other persons in connection with a branch or agency would be made 
a crime where the same action is a crime when taken in connection 
with a bank. 

v However, as noted in response to question 10, there are 
provisions of the criminal code that set out a specified list of 
types of institutions that are covered. The proposed amendments 
would add U.S. branches and agencies of foreign banks to the list 
of specified institutions in these provisions to ensure uniform 
coverage by the criminal code of all financial institutions. 

These other provisions include the provisions on bribery (which 
currently apply only to insured financial institutions) (18 USC 
212 and 213), misusa of public funds by custodians (18 USC 648), 
theft by bank examiners (18 USC 655), theft or embezzlement by 
bank employees (18 USC 656), false certification of checks (18 
USC 1004), falsification of bank reports or loan applications (18 
USC 1005 and 1014), computer fraud (18 USC 1030), disclosure of 
confidential examination information (18 USC 1906), and bank 
robbery (18 USC 2113). 

The amendments would also cover Edge and agreement 
corporations in the same manner as banks, branches and agencies. 
Because these Edge and agreement corporations are authorized to 
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conduct an international banking business in the United States, 
we believe it is appropriate to subject then to unifora coverage. 

The proposed amendments seek to address specific 
examples of failure to cover institutions where we believe it is 
appropriate that they be covered. The proposed amendments do not 
attempt, to present a comprehensive reconsideration of the 
provisions of the. criminal code as they apply to financial 
institutions. 

O 
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